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. ORDINANCE xompERO-__ 18385 oW SERIES)
spopTED ON AR 0 4 1397 BN P}?S% ~

" AN ORDINANCE AMENDING CHAPTER II, ARTICLE 4, /
OF THE SAN DIEGO MUNICIPAL CODE BY ADDING
DIVISION 14, ENTTTLED “DEFERRED RETIREMENT o S
OPTION PLAN,” AND BY ADDING SECTIONS 24.1401,
24.1402, 24.1403, 24.1404, 24,1405, 24.1406, 24.1407, 24.1408,
AND 24.1409, ALL nnmmzc- TO THE mmmnr
SYSTEM.

il

BE II ORDANED, by the Council of The City of San Diego, as foll_owé:

Section 1. ' That Chapter II, Article 4, of the San Diego Municipel Code be and the same
k is hereby amended by adcimg a new dms;on, Division 14, entitled “Deferred Retlrament Option
- Plan, and by adding Sections 24.1401, 24 1402 24,1403, 24, 1404 24 1405, 24. 1406 241407,

24,1408, nd 24,1409, retroactively applicable to April 1, 1997, to read as fouows; |
" | ~ DIVISION “
' DEFERRED RETIREMENT omON PLAN
| SEC. 24,1401 Purpose and Ttent
a. A deferred retirement option plan (DROP) is hareby established

effective April 1, 1997. The DROP plan is intended to aliow Members who are |

eligible for service retirémeﬁt 10 vé'auntarily elect anoption tof (1) irrevocably -

waive their right to continue as a Member, (2) defer termination of City service for

the duratzon of participation in DROP, and (3) defer receipt of their retirement
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allowance (caiculated as of the date Membership status i wawe,d) for the duratxon
‘ AR
- of participation in DROP.

h. It is also intended that the prdvision of tlﬁs Division shall not in any
.way jeopardlze the gualified status of the Retirement Systcm under the rules and
. regulations of the Intemal Revenue Service.

c. It is further mtended that the Members of the Renrement System

shall vote upcm the establishment and unplementanon af thxs DRDP beneﬁt asa
cond:tmnai be.neﬁt for a three (3) year trial basis. Elecncn nm:.-.nals to the

. Members ghall reﬂect the conditional nature of thzs benaﬁt by cieariy explmmng
that after three (3) yeam of implementation the cost af unpleumuﬁng th!s beneﬁt
s SRS e "
shall be evaluated by the actua:y for the Ret:rement System If it 1s detmmned

that unplamentanon of DROP has thc net eﬁ'ect of mcreasmg the Crty 5

contributions to tha Retirement System to # level greater than the savmgs reahzed
) by the ehmmatmn of employer contnbunons andl:l;e Crty $ oﬁ'set of employee
Yy contnhunons then the City Council shail consider amendments to this Division to
| eliminate the availability of DROP for new pamcapants Councﬂ’s actnon to
' prospectively eliminate the benefit, should that occur,_ shall not be subjem 108 vo‘tc
of the Membership. If the determination of the Actuary is that DROP does not
have the net effect of in&easing the Cify’s contributions to the Retirement System
3 ‘ _ ” to.-a level greater than the savings realized by the elimination of employer
cpnﬁ‘ibutioﬁs and the City’s cﬂ’sét of employee contributions, ;ﬁe DROP benefit
shall no Iu;xger be considered conditional and shall be treated the‘ same as any other

defined benefit of the Retirement System.
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 SEC. z&!usz Eligibility .

a. A Member shal not be ehgxble to elect parhclpzmon n DROP until
ihat Member attains ehglbzhty for a service retirement under this Article:

b; -+ Once a Member elects to participate in DROP, that DROP
partfcipant is n§ loqger eﬁgiblé f;>r any rights, privileges, or benefits which réquife |
i_\./.(cmberahiﬁ in ﬂxe System as a prerequisite to eligibility, except as speciﬁca.lfy

| prcvideci for in Sections 24.1 402(c) and 24.1402(d), | | |
e | miqu participants shall be eligible for the Special Déaﬂa Benefit
pursuant to Sections 24.0706, 24,0708, and 24.07702 -+
o d.  DROP participants shall be ehgﬂ:le to apply for conversion of their
defm&d service retirement allowance 10 & disability aﬂowanoe in accordance with - -
' this Asticle calculated at the date of entry into the DROP. -
SEC. 24.1403 Designation of the DROI’ Permd

A Member wha elects to parttc:pate inDROP shali irrevocably desxgnate a
;:peciﬁc consecutive period of months for participation in DRDP not to exceed
sixty (60) months. - Any member who elects to participate in DROP shall be
required to execute a legally binding weiver of Membership status, and further
agree to terminate City sefvice upon completion of the DROP period,

' SEC. 24.1404 Duration of DROP Participation | |
) , Mon of the DR&)Pl period shall be determined by the first occurrénce of

any one of the following events.
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a Completion of the period ﬂ?rercably designa;ced by the par‘ticipént
at entry into the DROP, not to exceed sixty '(60) rﬁontiﬁ; or |
b. ‘Termination of employment, eiﬁha; voluntarily or for cause. In t'he- .-
event that a DkOP participant shall be terminated for cause and that te:}:tﬁn;a.tion is
.reversed, the DROP pazjt_icipﬁnt shall be rcinstat;aé in the DROP for the remaining
unexﬁired peﬁc;d of participation; provided, ﬁowever, that thé. DROP participaz&
has not received a distribution from the DROP account; or
¢.  Death of the DROP paiticipant; or |
d. | Grantingiof a disability retirement under the terms of this Article.
 SEC. 24.1405 DROP Benefits | |
| & lFor Meml;:‘e:i-s who elect to participate in DROP; Membership status
in the Retirement System shall cease; :and a gervice :;etirernént a]]owénce will be.

calculated as if the Member were retiring from City service on the date the
Memhc;r enters thelDROP. il TR
) . A b. Upon commencement of DROP, certain ﬂnds ghal] be deposited
' into e trust sccount estabighed for the beneft of the DROP partiipant. Upon
deposit, all funds contributed into a DROP paﬁﬁpbnts trust account shall be 100
percent vested, Contributions into 8 DROP paxﬁcipant’.v; account shall h_mludé:
{) an amount contributed monthly from the City Emplcﬁrees.’.
3 ' ' ﬁe:tirement Fund ﬁh&qh is equal to the monthly service retirement

allowance calculated in accordance with Section 24.1405(a), and adjusted

by any applicable COLA increases, and
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.(ii)' - periodic contributions of any Annual Supp!ementai Benefit
payments, r;r any otheér adjustments appixcable o retzrement allowances
rbemg digtributed on the date the Member entered the DROP, and

(1ii) an amount contributed each pay pe:nod from The Clty of
San Di_e.go equal to 3.05% of the DROP partimpsm:s salary, and

iv) an aﬁmum conin‘buted ca'ch pay period deducted pre-tai
from the DROP i:articipant’ s salary pursuant to Internal Re,v_tgiue-Code
section 414(h)(2) which is equal to 3.05% of the DROP pﬁrticipant’s
salary, md |
| ) interest credited to all sums paid into ﬂ.le DROP &ccount in

- the same manner and at the same rate of i mtercst as prasmbed by the Board
| of Trustees‘for Member contribution accounts based on advice of the -
Retirement System acn‘:ary.
SEC. 24 1406 legnatmn of Beneficiary
J S 2, DROP pammpants shall designate 4 beneﬁc:ary If the DROP
participant is married and the DROP participant desires to desipnate someone
other.than His or her spdu#e as the beneficiary, spousal consent and waiver of |
community j:ropérty interest shaﬂ Vbe requtred.
b In the event of the death of 2 DROP participant during the DROP.
period, the total amount in the DROP par;icipant’s account shall be paid to the
DROP participant’s designated beneﬁcia&, subject to any applicable community

property laws.
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SEC.24.1467 Distribution of Funds in DROP chct:u?t |

 Thefull amount accumula.ted ina DROP participant’s account shall be
distributed in & lump sum, or in any other form established by the Board of -
Administration, subject to applicable rules of the Internal Revenue Service.
However, no funds sﬁall be distributed from a DROP barﬁcipam’s account until B
tﬁe duration of the DROP peric;d is ;':,ompleted pursuant to Section 24.1404 .and
the DROP partxc:pant has terminated City service.
SEC.M 1408 Employment Status durmg DR{)P Pamcxpatmn

Except for Mmb&rship status in the Retirerhent System, DROP

participants shall.retéin all other rights, privileges, and benefits of active duty ..
employment, and DROP partmlpants shall be subject to the same tan-ns and’

conditions of employment apphcable to the DROP participant prior to entry into
the DROF.

' SEC. 24.1409 Health Benefits during DROP Participation
During participation in DROP, the DROP participant shall contirue 15 b6
eligibie for the City's Flexible Benefits Plan, including health benefits offered
" through that Plan. Upon completion of the duration of the DROP period as set
forth in Sec‘acn 24,1404 and d:stnbunon of DROP funds as set forth in
Section 24.1407, the DROP partmpant shall qualify as a Health Eligible Retiree

and be entitled to receive Retires Health ‘Benefits as provided for in Chapter IT,
Article 4, Division 12,
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- Section 2, This ordinance shall take effect and be in force upon approvai by the’ respe:cmvc
* classes of Memberstnp of the Retxremcnt System as requlred pursuant to Charter section 143.1

and no eartier than the thn’t;cth day from and after its passage by the City Counail.

APPROVED: CASEY GWINN, City Attorney

By /A///’” o
" Rmhard A. Duvernay /
Deputy City Attorney o

RAD:Is . ‘ .

02/14/97 o ' ‘ ‘ EELT TR N e
Or.DeptLabor R
0-97.86
Form=o&t fm

EADUVERNAYORDNOS 86,080
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EXHIBIT 2



(0-97-88 REV. 1)

e _
ORDINANCE NUMBER O- 18‘)92 (NEW SERIES)

ADOPTED ON _ 8k 3 1 B9/

AN ORDINANCE AMENDING CHAPTER II, ARTICLE 4, OF THE SAN
DIEGO MUNICIPAL CODE BY AMENDING DIVISION 1 BY
AMENDING SECTION 24,0103, AMENDING AND RENUMBERING
SECTION 24.0105 TO SECTION 24.0104; BY AMENDING DIVISION 2
BY AMENDING SECTIONS 24.0201, 24.0202 AND 24.0203; BY
RENUMBERING SECTION 24.0206.5 TO SECTION 24.0207; BY
RENUMBERING 24.0207 TO SECTION 24.0208; BY ADDING SECTION

/44.0209, AND BY AMENDING SECTIONS 24.0210 AND 24.0211; BY

/ AMENDING DIVISION 3 BY AMENDING SECTIONS 24.0301 AND
24.0302, AND BY ADDING SECTION 24.0309; BY AMENDING DIVISION
4 BY AMENDING SECTIONS 24.0402, 24.0403 AND 24.0404; BY :
AMENDING DIVISION 5 BY AMENDING SECTIONS 24.0521 AND
24.0532; BY AMENDING DIVISION 6 BY AMENDING SECTION 24.0608;
BY AMENDING DIVISION 7 BY ADDING SECTION 24.0715; BY /
AMENDING DIVISION 8 BY AMENDING SECTION 24.0801; BY
AMENDING DIVISION 9 BY AMENDING SECTION 24.0907; BY
REPEALING DIVISION 12 AND BY REENACTING DIVISION 12 BY
ADDING SECTIONS 24,1201, 24,1202, 24.1203, AND 24.1204; BY
AMENDING DIVISION 13 BY AMENDING SECTIONS 24.1364, AND
24.1367, AND BY REPEALING SECTION 24,1311; BY REPEALING
DIVISION 14 AND BY REENACTING DIVISION 14 BY ADDING
SECTIONS 24.1401, 24.1402, 24.1403, 24.1404, 24,1405, 24.1406, 24.1407,
24.1408, AND 24.1409, ALL RELATING TO THE CITY EMPLOYEES®
RETIREMENT SYSTEM,

WHEREAS, on July 2, 1996 afier meeting and conferring with the Police Officers
Association, Fire Fighters Local 145, Municipal Employess Association, and AFSCME, Local
127, the City Council approved a proposal 1o implement a number of revisions to the Retirement

Systemn; and
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WHEREAS, on November 5, 1996, the passage of Proposition D amgnded City Charter
Section 141 to permit the Retirement System to provide forl health insurance to eligible retirees;
and

WHEREAS, on February 6, 1997, a task force of the four labor organizations reached
agreement with the City Management Team on the level of health benefits to be provided by the

Retirement System; and

WHEREAS, it is the intent of the agreement reached between the four labor organizations
and the City Management Team that the {evel of health benefits to be provided by the Retirement
System not be diminished by any change in HMO health care providers by the City, or any new
or amended contract with an HMO health care previdef or by conversion to a blended premium
for active employees andlret%rees without mutual agreement with the exclusive bargaining
representatives; and

WHEREAS, the four labor organizations and the City Management Team have agreed
that any change will not be approved by the City Council until after the proposed change has
been reviewed by a qualified independent consultant, w‘ho_ is mutually selected and jointly
compensated by the City and the recognized labor organizations, who concludes that the
proposed changes wiil not affect the benefit in any manner which triggers the voting rights of
active employees, unless this process is waived by mutual consent; and

WHEREAS, the four labor organizations and the City Management Team have reached
agreement on the specific provisions to be included in the Deferred Retirement Option Plan; and

WHERFEAS, the City wishes to ensure that retirees are provided with appropriate health

benefits; and
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WHERFEAS, the best way to provide these benefits is through the Retirement System
using the undistributed earnings of the System; and

WHEREAS, the tax laws put limits o.n the methed the Retirement System can use to
provide health benefits, and these limits are contained in Section 401(h) of the Internal Revenue

Code; and

WHEREAS, Section 401(h) prevents a t_rans-fer of undistributed earnings of the
Retirement System for paying health benefits; and

WHEREAS, Section 401(h) does not prevent undistributed earnings from being used in
the place of City contributions if an equal amount of City contributions are designated for health

henefits (known as the “bifurcated rate™); and

WHEREAS, if a bifurcated rate program is used, then the City and the Board agree the
net economic consequences to the Retirement System and the City is the same as if undistributed
earnings were used to directly provide health benefits, and agree the requirements of the tax law
will be met; and

WHEREAS, the Board has obtained full and complete legal advice iﬁdicating it can enter

into a bifurcated arrangement under the current ordinance and charter and has endorsed this

arrangement; and

WHEREAS, the City and the Board have agreed the bifurcated rate arrangement is to be
used for a “pay as you go” health program and this program will not be fully actuarially funded;
and

WHEREAS, on February 10, Ordinance No. 0-97-75 was introduced amending numerous

provisions of Chapter II, Article 4 of the San Diego Municipal Code related to the following:
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service retirement and disability retirement formulae, elimination of the disability income offset,
the establishment of a post retirement health benefit to be administered by the City Employees’
Retirement System and establishment of a $600 annual benefit for pre-1980 retirees who are not
eligible for retiree health insurance, elimination of the remarriage penalty, modification of the
one-year marriage requirement to establish eligibility as a surviving spouse, and purchase of
service credit; and

WHEREAS, on February 18, 1997, Ordinance No. 0-97-86 was introduced by adding
Division 14 to Chapter II, Article 4 of the San Diego Munici_pai Code establishing a Deferred
Retirement Option Plan; and |

WHEREAS, the City Council ordered all interested parties to move expeditiously toward
completing the outstanding contingencies involved in Ordinances 97-75 and 97-86; and

WHEREAS, it is recommended a third ordinance be intrgduced (0-97-88) to “clean up"’
and technically amend language to assure that the provisions meet with and satisfy all applicable
state and federal requirements; and

WHEREAS, all employees of the Unified Port District (the “District™), except tor Harbor
Police Officers, participate in the Retirement System as General Members, .zmder a Retirement
Agreement dated February 11, 1964 (the “Agreement”), on file with the City Clerk as_Documem
No. 667149, as amended by a First Amendment to the Agreement, on file in the office of the San
.Diego City Clerk as Document No. 279991; and

WHEREAS, the changes to the Retirement System described in 0-97-75 and
97-86 (collectively, the “Manager’s Proposal”} would automatically affect the District’s

Members unless otherwise provided by the Municipal Code or Agreement; and
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WHEREAS, the Agreement needs to be amended because the District wiil not be
participating in all of the benefits recommended in the Manager’s Proposal; and

WHERFAS, the District and City intended to enter into a new agreemelt where the
Board would administer District benefits as set forth in a separate plan document rather than the
Municipal Code but there was not enough time to do the work necessary within the time line for

the Manager’s Proposal; and

WHEREAS, in the interim, the District proposed a Second Amendment to the Agreement
(‘.‘Secénd Amendment to Agreement”) which sets forth thosé benefits té he offered District
employee.s as a result of the Manager’s Proposal; and

WHEREAS, the Second Amendment to Agreement, attached to Resolution No.
R-288414, is incorporated by reference herein; and

WHEREAS, Ordinances 97-75 and 97-86 were introduced prior to outside fiduciary
counsel, tax counsel and plan consuliant to the Retirement System completing reviews of the
ordinance ]aﬁguage implementing these benefit changes; and

WHEREAS, outside fiduciary counsel, tax counsel and plan consultant to the Retirement
System have reviewed and approved the previous ordinances (0-97-75 and 0-97-86) as well as
the Cleanup ordinaﬁce (0-97-88}; and

WHEREAS, the Ordinance 97-88 does not introduce any changes to the agreements
reached with the labor organizations; and

WHEREAS, it is now necessary and proper to amend the San Diego Municipal Code to
reflect the changes to the benefits under the Retirement System set forth in 0-18383, 0-97-86 and

this Cleanup ordinance (0-97-88); and

-PAGE 5 OF 45-



WHEREAS, in accordance with Section 143.1 of the Charter for T.he City of San Diego,
the active membership will vote on April 4, 1997, through April 13, 1997, on the changes to the
Retirement System set forth in 0-18383, 0-97-86 and this Cleanup ordinance; and

WHEREAS, the benefit improvements set forth in 0-18383, 0-97-8.6 and this Cleanup
ordinance shall not become effective unless approved by the active members of the City
Employees’ Retirement Systern, NOW, THEREFORE,

BE IT ORDAINED, by the Council of The City of San Diego, as follows:

Section 1. That Chapter Ii, Article 4, Division 1, of the San Diego Municipal Code be
and the same is hereby amended by amending Section 24.0103, to read as follows:

SEC. 24.0103 Definitions

Unless otherwise stated, for purposes of this Article:

“Accumuiated Additional Contributions" means the sum of additional
contributions standing to th.e credit of a Member's individual account and interest
thereon.

" Accumulated Contributions” means Accumulated Normal Contributions
plus any Accumulated Additional Contributions standing to the credit Qf a
Member's account.

"Accumulated Normal Contributions” means the sum of all normal
contributions standing to the credit of a Member's individual account and interest

thereon.
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"Actuarial Equivalent” means a benefit of equal value when computed
upon the basis of the mortality, interest and other tables adopted by the Boafd for
this purpose.

"Actuary” means the actuary regularly employed on a full or part-time
basis by tﬁe Board.

"Annuity" means payment for life derived from contributions made by a
Member.

"Beneficiary” means any person in receipt of a pension, annuity,
retirement allowance, death benefit, or any other benefit authorized by this
Article.

';Boazd " means the Board of Administration for the City Employees’
Refiremem System.

“City sponsored health insurance plan” means a group health insurance
plan, selected by and in contractual privity with The City of San Diego, made
available to Health Eligible Retirees.

"Compensation” means the remuneration paid in cash out of city funds
controlled by the Council of The City of San Diego, plus the monetary value as
determined by the Board of board, lodging, fuel, laundry and other advantages
furnished to an employee in payment for the employee's services.

"Compensation Earnable” by a Member means the base compensation as

determined by the Board for the period under consideration upon the basis of the

normal number of days ordinarily worked by persons in the same grade or class of
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positions during the perriod and at the same rate of pay. The computation for any
ahsence shall be based on the compensation of the position held by such employee
at the beginning of the ahsence.

"Continuous Service” means service of an eligible Member deemed o be
of a continuous nature pursuant to Section 24,1005 of this Code. "Continuous
Service" shall not be construed as synonymous with "Creditable Service."

“Cost of Living Annuity” means an amount (0 be added to the retirement
allowance of a Member or Officer, calculated by computing the actuarial
equivalent of the accumulated contributions in the cost of living annuity account
of the Member or Officer at the time of the retirement of lthe Member or Officer.

"Creditable Service" for purposes of qualification for benefits and
retirement allowances under this System meaﬁs service rendered for
compensation as an employee or officer (employed, appointed or elected) of the
City or a contracting agency, and only while he or she is recei\./ing compensation
from the City or contracting agency, and is a Member of and contributing to this
System pursuant to appropriate provisions of this Article. Except as provided in
Chapter II, Article 4, Division 13 for which repurchase of crediﬁs may be
permissible, time during which a Member is absent from City service without
compensation shall not be allowed in computing Creditable Service. The ters
"Current Service" shall mean the same as Creditable Service.

“DROP™ means Deferred Retirement Option Plan, an alternative method

of benefit accrual described in Division 14.
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"Final Compensa{ion" for General Members and Legistative Officers
means the Compensation Earnable based on the highest one-year period for those
Members and Officers who are on the active payrolt of The City of San Diego on
or after June 30, 1989, and who retire on or after July I, .1989. The Board shali
adjust contribution rates for high one-year General Member and Legislative
Officer eligibles as may be necessary and required upon advice of the Actuary.
from and after December 30, 1988.

"Final Compensation” for Safety Members means the Compensation
Earnable based on %he highest one-year period, for those Safety Members who are
on the active payroli of The City of San Diego on or after January 1, 1983, and
who retire on or after July 1, 1938. Tﬁe Board shall adjust contribution rates for
high one-year Safety Member eligibles as may be necessary and required updn
advice of the Actuary, from and after January 1, 1988&.

"General Member" is any Member not otherwise classified as a Safety
Member or Legislative Officer.

“Health Eligible Retiree™ means any retired General Membgr, Safety
Member, or Legislative Officer who (1) was on the ac};ive payroll of The City of -
San Diego on or after October 5, 1980, and (2) retires on or after October 6, 1980,
and (3) is eligible for and is receiving a retirement allowance from the Retirement
Systermn.

“Investment Earnings Recgived” means all interest received (net of

interest purchased) on notes, bonds, mortgages, short-term money market
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instruments, and savings accounts; cash dividends received on stock investments;
and all realized gains and losses from the sale, trade, or conversion of any
investments of the Retirement System.

"Legislative Ofﬂcers" means the Mayor and/or members of the City
Council.

"Member" means any person who actively participates in and contributes
to the Retirement System, and who is thereafier entitled, when eligible, to receive
benefits therefrom. There are two classes of Members: General and Safety.

"Normal Contributions” means contributions by a Member at the normal
rates of contribution, but does not include additional contributions by a Mémber.

"Prior Service" means sgrvice prior to January 1, 1927.

“Qualified Retiree” means those retirees eligible to receive the annual
supplemental benefit set forth in Division 4.

"Retirement Fund” means the trust fund created by the City Charter in
Articie IX.

"Retirement Systen " or "this System” means the City Empioyges
Retirement System as created by this Article, and the "1981 Pension Svstem”
means the Employees Retirement System as created by Chapter 11, Article 4,
Division 11.

"Safety Member” means any person who is either a sworn officer of the
Police Department of The City of San Diego employed since July 1, 1946, a

uniformed member of the Fire Department of The City of San Diego emploved
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since July 1, 3946; or a full-time employed lifeguard of The City of San Diego, or

a full-time police officer of the Unified Port District who is a peace officer under

Pena! Code section 830.1(a); provided, however, that police cadets, persons sworn

for limited purposes only, a-nd all other members of the Police and Fire

Departments and lifeguard service shall not be cousidered Safe_fy Membérs for the

purpose of this Article.

"Undistributed FEarnings Reserve" shall mean the balance remaining in the
account to which the earnings to the fund are credited, after the annual distribution
to the employee and employer reserve accéunts in accordance with interest
assumption rates established by the Board, plus accumulated earnings which have
not been so distributed.

Section 2. That Chapter 1I, Article 4, Division 1, of the San Diego Municipal
Code be and the same is hereby amended by amending and renumbering Section 24.0105
to Section 24.0104, to read as follows:

SEC. 24.0104 Membership

a. and b. [No change in text.]

c. Employees in the classified service paid on an hourly basis are not
eligible for membership in the Retirement System nor shali they accrue any
benefits in this system except as provided in Section 24.1304. Salaried employees
in the classified service including those working one-half (') or three-quarter (%)
time are eligible for and shall become members of the Retirement System.

Retirement benefits shall accrue to the above eligible members in the same
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proportion fo full benefits as theif service relates to the service of a fuil-time
member.
d. and e. [No change in text.]
Section 3. That Chapter i, Artic.le 4, Division 2, of the San Diego Municipal Code be
and the same is hereby amended by amending Section 24.0201, 10 read as follows:
SEC. 24.0201 Contribution of General Members
For General Members, the Board shali provide:
1. {No change in text.]
2. The normal rates of contribution for each Member, except Safery
Member shall be such as will provide an average Annuity at age 57% equal 1
1/120th of the Member’s Final Compensation, according to the tables adopted by
the Board for each year of service rendered after entering the System.
3. An employee who is granted a special leave of absence without
| pay in order to serve as the duly elected president of a recognized employee labor
organization, shall be permitted, if he or she so elects, to continue making
contributions during the period of presidential leave in an amount prescribed in
“accordance with Section 24.1307,
Section 4. That Chapter 11, Article 4, Division 2, of the San Diego Municipal
Code be and the same is hereby amended by amending Section 24.0202, to read as

foHows:
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SEC. 24.5202 Adoption of General Member Contribution Rates
The Board, based upon the advice of the Acthary s‘nalé periodically adopt

the rate of contribution of each General Member acc:ording to age at the time of

entry into the Retirement System, said rates to be contained in the Operating

Tables furnished to the Board by the System’s Actuary.

Section 5. That Chapter 11, Article 4, Division 2, of the San Diego Municipal Code be
and the same %s hereby amended by amending Section 24.0203, to read as follows:

SEC. 24.0203 Maximum and Minimum Rates for General Members

The normal rate of contribution established for age 57 is the rate for any
- member other than a safety member who has attained a great&f age before

entrance into the Retirement System, and that established for age 20 is the rate for

any member who enters the Retirement System at a lesser age.

Section 6. That Chapter 11, Article 4, Division 2, of the San Diego Municipal Code be
and the same is hereby amended by renumbering Section 24.0206.5 to Section 24.0207, to read
as follows:

-SEC. 24.0207 Termination .of Benefits - General Member
[No change in text.]
Section 7. That Chapter 11, Article 4, Division 2, of the San Diego Municipa! Code be

and the same is hereby amended by renumbering Section 24.0207 to Section 24.0208, to read as

follows:
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SEC. 24.0208 Auditor and Comptroller to Withhold Monies Owing City-General
Members -

[No change in text.]
Section §. That Chapter If, Article 4, Division 2, of the San Diego Municipal Code be
and the same is hereby amended by adding Section 24.0209, to read as follows:

SEC. 24,0209 Annuity, Actuarial Equivalent of General members’
Accumulated Contributions '

The actual amount of annuity receivable .by a General Member upon
retirement shall be the actuarial equivalent of the General Member accumulated
coniributions.
Section 9. That Chapter I1, Article 4, Division 2, of the San Diego Municipal Code be and
the same is hereby amended by amending and renumbering Section 24.0211 to Section 24.0210.
to read as follows:
SEC. 24.0210Upgrade of Benefits - General Members
Effective July 1, 1991, any General Member who was enrolled and
participating in the 1981 Pension Plan between September 3, 1982, and June 30,
1989, shall receive thé same level of benefits provided to General Members in
CERS, except as provided in Section 24.0501(b).
Section 10. That Chapter II, Article 4, Division 3, of the San Diego Municipal Code be
and the same is hereby amended by amending Sections 24.0301 and 24.0302, to read as foilows:
SEC. 24.0301 Contributions of Safety Members
For Safety Members, the Board shall provide:

1. [No change in text.}
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2. The normal rates of contribution for each Safety Member shall be
such as will provide an average Annuity at age 50 equal to 1/100th of his Final
'Compensation, according to the tables adopted by the Board for each year of
service rendered after entering the System.

3. An employee who is granted & special leave of absence without
pay in order to serve as the duly elected president of a recognized employee labor
organization, shall be permitted, if he or she so elects, to continue making
contributions during the period of presidential leave in én amount prescribed in
accordance with Section 24.1307.

SEC. 24.0302 Adoption of Safety Member Contribution Rates

The Board, based upon the advice of the Actuary, shall periodically adopt
the r-ate of contribution of each Safety Member according to age at the time of
entry into the Retirement Sysiem, said rates to be contained in the Operating
Tables furnisﬁed to the Board by the System's Actuary.

Section 1%. That Chapter II, Article 4, Division 3, of theéan Diego Municipal Code be
and the same is hereby amended by adding Section 24.0309, to read as follows:

SEC. 24.0309 Annuity, Actuarial Equivalent of Safety Members’
Accumulated Contributions

The actual amount of annuity receivable by a Safety Member upon

retirement shall be the actuarial equivalent of the Safety Member accumulated

contributions.
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Section 12. That Chapter 11, Article 4, Division 4, of the San Diego Municipal
Code be and the same is hereby amended by amending Sections 24.0402, 24.0403 and
24.0404, to read as follows:

SEC. 24.0402 Retirement Allowance -- General Member

a. The Board shall provide that upon retirement for service, a General
Member, is entitled to receive a retirement allowance which shall consist of:

(1) A service retirement annuity.

(2) A current service gension.

b.and c. {No change in text.]

d. The unmbdiﬁed service retirement allowance is calculated by
multiplying a General Member’s years of creditable service by the retirement
percentage set forth in Table 1 of Section 24..04{}2, by the General Member’s
Final Compensation. The factors set forth in Table 1 of Section 24.0402 shall be

pro-rated to reflect quarterly increments in the General Member’s attained age.
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Table 1 of Section 24.0402

RETIREMENT CALCULATION FACTOR

GENERAL MEMBER
Retirement Age Unmodified Factor®
Effective 1/1/97
55 2.00%
56 _ 2.00%
57 2.00%
58 | 2.00%
59 _ 2.08%
60 2.16%
61 - 2.24%
62 2.31%
63 2.39%
64 2.47% -
65+ : 2.55%

* Unmodified Factor utilized to calculate the maximum service retirement allowance.
Retirement allowances are actuarially reduced if Member elects any optional retirement
settlements pursuant to Division 6 of this Chapter.

SEC. 24.0403 Retirement Allowances -- Safety Member
a. "The Board shall provide that upon retirement from service a Safety
Member is entitled to receive a retirement allowance which shall consist of:

1. and 2. [No change in text.]
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b. and c. [No change in text.]

d. Subject only to the retirement allowance cap described in Section
24.0403(e), the unmodified service retirement allowance is calculated by
multiplying a Safery Member’s years of creditable service by the retirement
percentage set forth in Table 1 of Section 24.0403 by the Safety Member’s Final
Compensation. The factors set forth in Table 1 of Section 24.0403 shall be pro-
rated to reflect quarterly increments in the Safety Member’s attained age.

e. The unmodified service retirement allowance for a Safety Member
shall not exceed 90% of Final Compensation except as provided in Sections
24.0403(D), 24.0403(g), and 24.0403(h). |

f. If the unmodified service retirement allowance of a Safety Member
would have excéeded 90% of Final Compensation using the Retirement
Calculation Factors in effect on December 31, 1996, as shown in Table 1 of
Section 24.0403, that Safety Member may elect to continue to accrue benefits
under tha: Table and not be subject to the 90% retirement allowance cap set forth
in Section 24.0403(e). A Safety Member making such election shall not be
required to pay any additional contributions as recommended by the actuary
related to the increase in benefits effective January 1, 1997.

g. If the unmodified service retirement allowance of a Safety Member
would have exceeded 90% of Final Conl}pensatien using the Retirement

Calculation Factors in effect on December 31, 1996, as shown in Table 1 of

Section 24.0403, that Safety Member may elect to accrue benefits as shown in the

-PAGE 18 OF 45-



schedule effective January 1, 1997, on that Tabie. A Safety Member making such
election shali:

(H Be eligible to accrue béneﬁts in excess of the 90%
limitation stated in Section 24.0403(e).

(2) Not be eligible to participate in DROP pufsuam to Division
14.

3 Retire no later than July 1, 1997.

h. If the unmodified service retirement allowance of a Safety Member
exceeds 90% of Final Compensation using the Retiremenz Calculation Factors in
effect on Jan_uary 1, 1997, as shown on Table 1 of Section 24.0403 on a date after
january 1, 1997, but before A-pril 1, 1997, that Safety Member shall accrue
benefits in excess of the 90% limitation stated in Section 24.0403(e), provided,

however, that the accrual shall cease at the level attained on March 31, 1997, -
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Table 1 of Section 24.0403

RETIREMENT CALCULATION FACTOR

LIFEGUARDS
Retirement Unmodified Factor* Unmodified Factor®

Age Effective 12/31/96 : Effective 1/1/97
50 2.00% 220%

51 2.10% 2.32%

5’2 2.22% 2.44%

53 2.34% 2.57%

54 2.47% ‘ 2.72%

554 ' 2.62% 2.77%

* Unmodified Factor utilized to calculate the maximum service rétirement allowance.
Retirement allowances are actuarially reduced if Member elects any optional retirement
settiements pursuant to Division 6 of this Chapter.
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RETIREMENT CALCULATION FACTOR

FIRE AND POLICE

Retirement Unmeodified Factor* Unmodified Factor®
Age Effective 12/31/96 Effective 1/1/97
Police Fire

50 2.50% 2.20% 2.50%

51 2.54% 2.32% 2.60%

52 2.58% 2.44% 2.70%

53 2.62% 257% 2.80%

54 2.66% 2.72% 2.90%

55 2.70% 2.77% - 2.9999%
56+ 2.77% 2.77% 2.9999%

* Unmodified Factor utilized to calculate the maximurm service retirement allowance.
Retirement allowances are actuarially reduced if Member elects any optional retirement
setilements pursuant to Division € of this Chapter.

SEC. 24.0404 Annual Supplemental Benefit - Qualification and

Determination

The purpose and intent of this section is to provide necessary guidelines

for effectuating the payment of annuzl supplemental benefis set forth in Section

24.0907 of this Code by (a) identifying and defining those retirees qualified to

receive such benefit and (b) establishing a method for determining the amount of

the anpual supplemental benefit.

A,

[No change in text.}
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B. For the purpose of determining the amount of the supplemental
benefit payment to Qualified Retirees, the following process shall apply:

1. through 3. [No change in text.]

4. The total sum of qualified c;,red‘itabie years shall then be
divided into the total of Surplus Undistributed Earnings designated for
distribution by the Board pursuant to Section 24.0507 of this Code to
arrive at a per annum dollar value for each creditable year; provided,
however, that in no event shall the per annum dollar value exceed $30
{thirty dollars) except for those General Members who retired berween
January 8, 1982 and June 30, 1985, who shall be entitled to a per annum
value not to exceed $45 (forty-five dollars).

Notwithstanding the preceding paragraph, and effective Fiscal
Year 1997, qualified retirees who retired on or before October 6, 1980, but
after December 31, 1971, will receive $60 (sixty dollars) per year of
service and qualified retirees who retired on or before December 31, 1571,
will receive $75 (seventy-five dollars) per year of service.

5. through 7. [No change in text.]

C. {No change in text.]
Section 13. That Chapier 11, Article 4, Division 5. of the San Diego Municipal
Code be and the same is hereby amended by amending Sections 24,0521, to read as

follows:
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SEC. 24.0521 Surviving Spouse—-Contribution Rates and Benefits

From and aéer July 1, 1973, avery Member, shall, in addition to Normal
antributions, make survivor contributions in an amount equal to a percentage of
the Normal Contributions as set forth below:

Survivor Contributions

Membership as Percentage of
Classification Normal Contributions
General Members 9.98%

Safety Members 11.76%

Such survivor contributions, together with interest thereon, shall be paid to
the Member or his or ﬁer beneficiary in the event the Normal Contributions are SO |
paid under Sections 24,0206, 24.0306, and 24.0703.

Upon the death of any Member who retires for service or disability after -
the effective date of this section, his or her surviving spouse shall receive, on
July 1, 1973 and.thereafter, a monthly allowance equal to 50% of the decedent’s
monthly retirement allowance if:

(Dand (2)  [No change in text.]

(3) the monthly retirement allowance of the deceased Member was not
modified in accordance _with Optional Settlement 1, 2, 3, or 4 provided by this
System.

No benefits will be paid under this section if there is a surviving spouse

who qualifies for and receives the special death benefit or modified special death

benefits provided by this System.
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Upon the retirement of a Member for service or disability having no

spouse at the time of retirement who is eligible for benefits under this section the

Member shall have the option of having refunded to him or her in ump sum the

Accumulated Contributions including interest made pursuant to this section, or of

having these contributions treated as voluntary additional contributions made to

provide a larger Annuity benefit.

Section 14. That Chapter II, Articie 4, Division 5, of the San Diego Municipal Code be
and the same is hereby amended by amending Section 24.0532, to read as follows:

SEC. 24.0532 Cost of Living Adjustment Program Shared Between Employer and
Members

The cost of any anticipated cost of living increase in allowances which is based
upon services rendered after July 1, 1971, shall be shared equally between the employer
and the contributing Member, with the individual member's contributions based upon his
or her age at his or.her nearest birthday at time of entrance into the Retirement System.

| Commencing July 1, 1971, and until adjusted by the Board upon the
recommendation of the Actuary, the ‘contribution requ.irements of Members as contained
in Sections 24.0202 and 24.0302, respectively, plus surviving spouse contributions as
* contained in Section 24.0521, shall be increased by 15%. In addition, the contribution
requireméﬁt for those Members specified therein who are active Members on or after
June 30, 1985, shall be increased by 20%. These "cost of living contributions” wiil be

separately totaled upon the retirement of Members after July 1, 1971,
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Section 15. Thét Chapter 11, Article 4, Division 6, of the San Diego Municipal Code be
and the same is hereby amended by 'amending.Section 24.0608, to read as follows:
SEC. 24.0608 Social Security Integrated Option

All members of the City Employees’ Retirement System who, on and after
the integration date are entitled to Social Security beneﬁts., shall have an option as
follows:

Upon receipt of evidence furnished by the eligible member that said
member will be entitled to Social Security benefits at age 63, the said eligible
member upon retirement'may request and the Board shall grant a modified
retirement allowance which will be the actuarial equivalent of the unmodified
retirement allowance: such retirement allowance shall be so modified as to
provide a greater monchly payment before the first of the month in which the
member attains the age of 65 and a lesser monthly payment commencing on such
date: such greater monthly payment shall equal the sum of the lesser monthiy
payment pius the estimated individual’s Old Age Insurance Benefits which will be
payable. This modified allowance may be further modified on an actuarial basis
in accordance with the provisions of Sections 24.0603, 24.0604, 24.0605, 24 0606
or 24.0607.

For officers and employees of The City of San Diego hired prior to
January 1, 1682, the above provisions shall apply for that period of Social

Security coverage prior to January 1, 1982, Subsegquent o the withdrawal date
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(December 31, 1981), all provisions for social security integration shall be

inapplicable to such employees except for the priolr period of vesting.

Section 16. That Chapter 11, Article 4, Division 7, of the San Diego Municipal Code be
and the same is hereby amended by adding Section 24.0715, to read as follows:
SEC. 24,0715 Continued Health Coverage
Any surviving spouse eligible for death benefits pursuant to Sections 24,0703,
24,0706, 24.0709, 24.0710, 24.0710.1, 24.0710.2 and 24.0710.3 shali be entitled 10
continued health coverage as provided in California Labor Code Section 4856..
Section 17. That Chapter 11, Article 4, Division 9, of the San Diego Municipal Code be
and the same is hereby amended by amending Section 24.0907, to read as follows:
SEC. 24.0907 Surplus Undistributed Earnings
a. Surplus Undistributed Earnings shall be comprised of Investment
Earnings Received for the previous fiscal year, less:
H An amount sufficient to credit interest to the contribution accounts
of the Members, City and the Unified Port District at an interest rate determined
by the Board and distributed in accordance with Section 24.0905 and related
Board rules; and

(2) An amount sufficient to meet the budgeted expenses and costs of

operating the System including all personnel and services for the fiscal year; and

Corrected copy
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(3) Anamount necessary to maintain such reservés as the
Board deems appropriate on advice of its investment counselor and/or Actuary:
and

(4) An amount sufficient to credit the Unified Port District (“UPD”)
with a proportional share of Surplus Undistributed Earnings as defined in thié
Section.

(5) An amount, (the Division 12 amount), appropriate to provide
health benefits to Health Eligible and Non Health Eligible Retirees as provided in
Division 12 for the next fiscal year provided:

{a) in the next fiscal year, the City contributes to the
401(h) Fund no less than an equal amount which 1s designated to
be used for retiree health benefits to be paid or reimbursed in the
next fiscal year; and,

(b 10 the extent the City makes & contribution to the

401(h) Fund for the next fiscal year, thé Division 12 amount shaﬂ be

treated as a portion of normal employer contributions paid to the

Retirement Systemn when the City so designates in accordance with

Se:_ction 24.1203(b)(5).

(6) An amount sufficient to provide necessary funds to pay an
annual supplemental benefit to qualified retirees, pursuant o the provisions and

conditions set forth in Section 24.0404. If, at the time of the annual

determination, the amount provided for the supplemental benefits is less than
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$1OG,OOO, no Sﬁppiememal benefits will be paid in that fiscal year and the monies

will be placed in a special reserve and be carried .forward to ensuing years until

such time as the amount to be provided for this benefit from ensuing Surpius
Undistributed Earnings and the special reserve is $100,000 or more.

b. At the beginning of each fiscal year, the Board shall credit all
Surplus Undistributed Earnings to the Reserve for Empldyer Contributions, for
the sole and exclusive purpose of reducing Retirement System liability.
e For the purpose of distributing annual supplemental béneﬁts to

qualified retirees, Investment Earnings Received shall be determined on a cash

basis, except that Investment Earnings Received shalf be increased or decreased
by the amount of the annual amortization of purchase discounts or premiums on
interest-bearing investments earned in accordance with generally accepted

accounting principles for financial reporting purposes. No subsequent changes in

the method of accounting for the Retirement System shall affect the determination

of Investment Earnings Received. Surplus Undistributed Earnings shall be

detenﬁined by the City Auditor and Comptroller in accordance with this section

and shall be certified by the City's independent public accountant.

Section 18. That Chapter II, Article 4, Division 12, of the San f)iego Municipal Code be

and the same is hereby amended by repealing Division 12.
Section 19. That Chapter I, Article 4, Division 12, of the San Diego Municipal Code be
and the same is hereby amended by reenacting and adding Sections 24.1201, 24. 1202, 24.1203,

and 24,1204, to read as follows:

Corrected copy
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DIVISION 12
Post Retirement Health Benefits
SEC. 24.1201 Eligible Retirees

(&) Effective August 1, 1997, two separate post mtirement health
benefits shall be offered, one to Health Eligible Retirees and the cther to Non
Health Eligible Retirees as set forth in this Division. A Health Eligible Retiree is
any General Member, Safety Member or Legislative Officer who: (1) was on the
active payroll of The City of San Diego on or after October 5, 1980, and {2)
retires on or after October 6, 1980, and (3) is eligible fqr and is receiving a
retirement allowance from the Retirement System. A Non Health Eligible Retiree
is any retiree who: (1) retired or terminated employment as a vested member from
The City of San Diego prior to October 6, 1980; and (2) is eligible for and is
receiving a retirement allowance from the Retirement System.

(b) Health Eligible Retirees who retired on or after July 1, 1992 under
the "sliding scale " benefit in existence at the time of their retirement shall have
their Retiree Health Benefit prospectively adjusted on August 1, 1997, to be the
same as that for Heaith Eligible Retirees who retire on or after August 1, 1997.
SEC. 24,1202 Post Retirement Health Benefits Defined

| (a) Non Health Eligible Retirees shall be entitled to payment or
reimbursement of an amount not to exceed $600.00 per year for health insurance

CXpPCHses.

Corrected copy
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(b) Health Eligible Retirees shall be entitled to participate in and
OEtain health caverage under any currently available City sponsored health
insurance plan or any other health insurance plan of their choice and have their
premiums paid or reimbursed in accordance with the limitations .set forth in this
Division. |

(c) Regardless of the health insurance plan selected, payment or
reimbursement to a Health Eligible Retiree shall not exceed the fower of (1) the
cost of the Medicare_ eligible or Non-Medicare eligible retiree-only premium for
the highest cost Health Maintenance Organization (HMO) plan which is a City
sponsored health insurance plan, or (2) the actual premium cost incurred by or for
the Health Eligible Retiree.

(d) A Health Eligible Retiree timely enrolled in Medicare shall also be
entitled to reimbursement of the cost of the part B supplemental medical expense
premium.

(&) A Health Eligible Retiree who, on January 1, 1997, was enrolled mn
and who remains continuously enrolled in any Preferred Provider Organization
(PPQ), shall not be subject to the limitation set forth in {c)(1) of this section.
Instead, the limitation shall not exceed the cost of the Medicare eligible or Noa-
Medicare eligible retiree-only premium for the City sponsored PPO plan made

available to Health Eligible Retirees.
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SEC. 24.1203401(h} Fund Established
(2) All post retirement health benefit payments pursuant to this
Division shall comply with ali applicable Federal laws, including Section 401(h)
of the Internal Revenue Code (“Code”). To the extent there may be a conflict
between the tules of this Division and Section 401(h) of the Code or regulations
issued thereunder, the Code and regulations shall gcvern'.
{b) 401(h) Fund - Compliance with Applicable Provisions of the Code
(13 All health benefits pursuant to this Division shél% be paid
solely from the 401(h) Fund established pursuant to Code Section 401¢h)
and any regulations issued thereunder.
(2) No health benefits provided under the 401(h} Fund shail
discrimin.ate in favor of highly compensated empioyees.
3 The %Ol(h) Fund shall be a separate account soiely for
providing health benefits and shall be established and maintained by the
Board to reflect the amounts coptributﬂd for the payment of post
retirement health benefits. This account shail be for record keeping
purposes only. Amounts credited to the 401(h) Fund may be invested with
other Retirement System funds set aside for retirement purposes, without
identification of which investments are EiHOCS.‘OieV to each account.
However, earnings on each account shall be allocated to each in a

reasonable manner.

Corrected copy
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{4) Contributions to the 401(h) Fund shall be made by the City -
solely to pay and make reimbursement for health bengﬂts for retirees
eligible for health benefits. Contributions shall be reasonable,
ascertainable, necessary and appropriéte. Contributions shall not exceed
the amoﬁngs that, under the Code, would violate the rule that requires
health benefits to be subordinate to th(*; retirement benefits.

(5) The City must; at the time it makes a contribution to the
401(h) Fund, designate in writing to the Board that portion of the
contribution atlocable to the 401(h) Fund to be used solely for health
benefits: |

(6) Prior to the sat'isfaction of ali liabilities under the
7 Retirement System to provide for health benefits, no part of the 401(R)
Fund shall be used for, or diverted to, any purpose other than providing
health benefits, except that, amounts credited to thg 401(h) Fund may be
used to pay for necessary and appropriate administrative expenses related
to post retirement health benefits.

(7) Any amounts contributed to the 401(h} Fund and which
“remain in the 401(h) Fund after the satisfaction of all liabilities for health
benefits {including but not limited to benefits payable in the futu;e for
| existing members) shall be returned to the City. The City shall provide

benefits to affected members and retirees of the Retirement System

equivalent to any ameunt o returned.
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(&) This section does not require separate accounts for key
empi.oyees because no member of the Retirement System Is a key
employee under the definitions of the Code.

9 Assets atiributable o any forfeimures of benefits payable
under the 401(h} Fund shall be gsed to reduce the City’s contributions

“pay for health benefits provided under the 401(h) Fund.

{¢)  The Board may adopt sq-ch rules and regulations pursuant to
Section 24.0901 as necessary or appropriate to carry out the requirements of this
Division.

SEC. 24.1204 Funding

Post retirement heaith benefits described in this Division shall be paid
from the following sources of funds in descending order of availability, as may be
appropriate to provide the benefits set forth in this Division:

(a) from the 401(h) Fund, to the extent of monies therein; and, if
necessary,

' (b). by the City, directly, from any source of funds available to The
City of San Diego.

Section 20. That Chapter 11, Article 4, Division 13, of the San Diego

Municipal Code be and the same is hereby amended by amending Sections

24.1304, and 24.1307, to read as follows:
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SEC. 24.1304 Purchase of Service Credit for Part-Time or Hourly Service in
Positions not Eligible for Membership

Upon vesting, any Member who was employed by the City in a position
that was less than full-time or was otherwise not eligible for membership, may
purchase full-time service credit for the period of time he or she rendered part-
time or hourly sgrvice prior to membership.

No employee shall be eligible to purchase service credic under this
Section for periods of employment after Januvary 1, 1997.

SEC. 24.1307 Purchase of Approved Leaves of Absence

{a) Notwi{hstanding the definition of Creditable Service in Section
24!0103, any Member granted an approved leave of absence shall have the right,
upon his or her refurn to City service, and upon request by the Member, to obtain
service credit for a period of up to one year of such absence by paying into the
Retirement System an amount determined by the Board to be the equivalent of the
employee cost of that service. |

(b) . Notwithstanding the definition of Creditable Service in Section
24.0103, any Member granted an approved leave of absence for periods of time in
excess of one year shall have the right, upon return to City servic.e, and upon
request by the Member, to obtain service credit for such excess }eaﬂz'e. of absence
by paying into the Retirement Systern an amount detgrmined by the Board to be
the equivalent of the employee and employer cost of that service.

() A mémber is not eligible to purchase service credit under Sect.ion

24.1307(a) or (b) for periods of leave of absence that begin after January 1, 1997,
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except for leaves of absence granted by the City for long term disability benefiss,

Family Medical Leave Act periods approved by the City, leaves of absence

without pay approved by the Civil Service Commission with job to be saved,

including any period preceding re.instatemem by the Civil Service Commission

following a termination appeal.

Section 21. That Chapter II, Article 4, Division 13, of the San Diego Municipal
Code be and the same is hereby amended by repealing Section 24.1311.

Section 22, That Chapter I, Article 4, Division 14, of the San Diego Municipal
Code be and the same is hereby amended by repealing Division 14.

Section 23. That Chapter 11, Article 4, Division 14, of the San Diego Municipal
Code be and the same is hereby amended by reenacting Division 14, by adding Secticns
24.1401, 24.1402, 24.1403, 24.1404, 24.1405, 24.1406, 24.1407, 24.1408 and 24.1409, to
read as follows:

DIVISION 14
DEFERRED RETIREMENT OPTION PLAN
SEC. 24,1401 Purpose and Duration
a. Effective April 1, 1997, a deferred retirement option plan (DROP)
is created and offered to Members on a voluntary basis as an alternative method of
benefit accrual in the Retirement Systemn as set forth in this Division.
b. | DROP is created to add flexibility to the Retirement System. It

provides Members who elect to participate in the program access to a lump sum
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benefit in addition to their normal monthly retirement allowance at their actual
retirement. DROP is intended to be cost neutral regarding plan funding.

c. The DROP plan shall be offered on a trial basis for a period of
three years commencing April 1, 1997 and ending March 31, 2000, During this
three year trial period, DROP shall be evaluated by the City on a cost basis.
During and by the end of this three year period, the city will determine whether
the costs of DROP, including but not limited to ény increase to the employer
contribution rate recommended by the System’s actﬁary specifically related to
DROP, are greater tharn any savings realized as a result of the implementation of
DROP. If the City determines DROP to not be cost effective, the City may
détermine not to extend DROP for elections that would otherwise have been
made by Members after April 1, 2000. If the City determines DROP 10 be cost
effeétive, or takes no action to eliminate further DROP participation, DROP shali
become a permanent benefit effective April 1, 2000.

| SEC. 24.1402 Eligibility, Duration of DROP Participation, and Waiver

a. Any Member, except a Safety Member who elects © accrue
benefits pursuant to Section 24.0403 (g), who has attained the age and service
necessary to be eligible for service retirement shall be eiigibié to participate in
DROP.

b. Any member who elects to participate in DROP shall voluntarily
an& irrevocably:

(1) Designate a period of participation not to exceed sixty (60)

consecutive months.
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(2) Cease, from and after the date the Member begins
participating in DROP, to accrue benefits under any other Division of this Article.

(3) Have DROP beneﬁ_ts c;‘edited.to a DROP Participation
Account pursuant to Section 24,1404,

(4} Accrue benefits from and after the date the Member begins
participating in DROP pursuant to the terms of this Division.

(5) Receive benefits from the Retirement System upon
termination of City employment at the time and in the manner provided in the
relevant Sections of this Article.

(6) Agree to terminate City employment upon completion of
the designated DROP participation peﬁod.

(7)l Execute such waivers with respect to age and other
discrimination in employment laws as are required by the City and the Retirement
System.

SEC. 24.1403 Termination of DROP Participation

a. DROP participation may be terminated by voluntary termination of
employment at any time before the completion of the DROP participation period
designated by the Menﬂber on the appropriate DROP participation form .

b. DROP shall be terminated by the first occurrence of any one of the
following evénts:

(1) upon the completion of the DROP participation period

designated by the Member on the appropriate DROP participation form.
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(2) involuntary termination of employment. In the event a
~termination for cause is reversed, a Member’s participation in DROP, less
any benefits previously distributed pﬁrsuant to Section 24.1407, shali be
reinstated for the duration of the original DROP participation period
initially designated by the Member on the appropriate DROP participation
form.. |
€} death of the Member..
4 approval of disability retirement benefits under the terms of
this article.
SEC. 24.1404 DROP Benefits and Participation Accounts
a. A DROP Participation Account 1s a * ﬁominai * account established
- within the Retirement System on behalf of each DROP participant. All benefiis
| accrued pursuant to this Division shall be accounted for in the DROP
Participation Account. A DROP participant shall not have a claim on the assets of
the Retirement System with respect to his or her DROP Participation Account, nor
shéﬂ there be any assets set aside for any DROP participant which are separate
from all other Retirement System assets.
| b. All amounts credited to the membef’s DROP Participation
Account shall be fully vested.
C. A Member’s DROP Participation Account shall be credited with:
(1) an amount, credited monthly, which is calculated n the
same manner as & service retirement benefit using the factors for age, service, and

final compensation in effect on the effective date of DROP participation. This
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amount shall be increased annually pursuant to the COLA provisions described in
Section 24.0531.

{2) an amount, credited anﬂualiy,.representing the Annual
Supplementzal Benefit described in Section 24.0404 based upon the Member’s
Creditable Service on the day before the Member elects to participate in DROP.

3) an amount, credited bi-weekly at the end of each pay
period, equal to 3.05% of the Member’s compensation earnable.

(4) an amount, deducted from the Members's salary and
credited bi-weekly at the end of each pay period, equal to 3.05% of the Member’s
compensation earnable. This amount shall be picked up and paid by the City for
the sole purpose of obtaining tax deferral and in accordance with the requirements
of Internal Revenue Code Section 414 (h) (2).

(5) an amount, representing inferest, the rate and manner of
crediting to be determined by the Board through rules and reguiations adopted
pursuant to Section 24.0901. These ru‘lcf:s and regulations shall have the same
force a.nd effect as a duly adopted ordinance.

.SEC. 24.1405 Additional DROP Provisions

a. Effective on the date that a member elects o participate in DROP,
employee and employer contributions pursuant to Divisions 2, 3 and & of this
Article shall cease with respect to that Member.

b. A Member who elects to participate in DROP and becomes

disabled during the period of DROP participation shall be eligibie to apply for
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disability retirement benefits. In the event the application for disability retirement
benefits is approved by the Board:

(1) the disability retirement benefit shall be calculated using
the factors of age, service, and final compensation in effect the day before the
effective date of DROP participation.

(2) all amounts in the Member’s DROP Participation Account
Shali be distributed pursuant to Section 24,1407,

. Inthe event a Member dies during th.e period of DROP
participation, eligible survivors shall be entitled to receive:

(1) all amounts in the Member’s DROP Participation Account
pursuant to Section 24.1407, including the retiree death benefit in Section

24.0714.1.

(2) if etigible, a Special Death Benefit pursuant to Sections
24.0705, 24.0706, 24.0709, 24.0710, 24.0710.1, 24.0710.2, and 24.0710.3 using
the factors of age, service and final compensation in effect on the date of the .
Member’s death. The Speciai Death Benefit shall be paid in leu of any survivor
continuance otherwise payable in the form of benefit determined pursuant to

Section 24.1404 (c) (1).

(3} if ineligible for a Special Death Benefit, the designated
beneficiary shall only be entitled to the amount and form of benefit determined
pursuant 1o Section 24.1404 (c) (1) in accordance with the Member’s designation

at the time of DROP election.

-PAGE 40 OF 45-



d. A Member who elects to participate in DROP shall qualify as a
Health Eligible Retiree and be eligible to receive Post Retirement Health Benefits
pursuant to Division 12 upon compietion of the perriod of DROP participation
and separation from City service..

SEC. 24.1406 Designation of Beneficiary

a. A Member who elecfs to partici;ﬁa{e in DROP shall designate a
beneficiary. Member's beneficiary designation shail be applicable to all
distributions pursuant to Section 24.1407.

b. If the designated beneficiary predeceases a DROP participant who
then dies before designating a new beneficiary, all distributions pursuant 1
Section 24.1407 shall be made to the estate of the DROP participart.

c. No beneficiary designation made under this Section shall be in
abrogation of a Member’s community property obligations under ‘applicabla

California law.
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SEC. 24.1407 Payment of Benefits

a. Upon the simultaneous termination of DROP participation and
City employment, a Member shall be entitled to receive:

{1) the monthly retirement allowance in the amount determined
under Section 24.1404(c) (1) that was credited monthly to the Member’s DROP

Participation Account at the date of termination of DROP participation; and

(2) the amount for which the Member is eligible under the
Annual Supplemental Benefit described in Section 24.0404 based upoﬁ= the
Member’s Creditable Service on the day before the Member’s election t©
participate in DROP.

(3) All amounts credited to the Member’s DROP Participation
Account on the effective date of termination of DROP participation.

b. The normal form of payment shéli be a lump sum distribution,
provided, however, a Member may elect to receive an annuity pursuant to this
Section. If the -Member elects to receiye an Iannuityz

(1) the annuity shall be in any form established by the Board
and subject to applicable provisions of the Internal Revenue Code.

(3 the annuity shall be the actuarial equivalent of the amount
credited to the DROP Participation Account at the termination of the DROP
participatioﬁ period. ?‘of this purpose, “actuarial equivalent” is an amount that
has the same present value as the amount credited to the DROP Participation
Account at the termination of the DROP participation period based on inferest

rates and mortality tables recommended by the System’s actuary and adopted by
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the Board as a part of rules and regulations pursuant to Section 24.0901. The
annuity shall be calculated using the age of the DROP participant and, if a joint
and survivor option is elected, the ag.e of the beneficiary on the date of
termination of the DROP participation pefiod.

c. No COLA or supplemental benefit or later adjustment shall be made
with respect to any énnuity payable pursuant to Section 24.1407 (b).

SEC. 24.1408 Compliance with Applicable Provisions of the Interaal
Revenue Code, 4

a. It is intended DRO_P shall not jeopardize in any way the tax
qualified status of the Retirement System under the rules and regulations of the
Internal Reveriue Service. The Board shall have the authority pursuant o Section
24.0901 to adopt rules and regulations to the éxtent necessary or appropria& tor
DROP to comply with applicable Federal laws and regulations, with such action
having the same force and effect as a duly enacted ordinance.

b. Notwithstanding any other provision in this Article, benefits
provided pursuant to this Division shall be subject to the requirements of the
Internal Revenue Code (Code) and regulations issueﬁ thereunder as necessary for
the Retirement System to remain a tax qualified retirement plan, including, but
not limited to, the following:

(1) The limitations of Section 415 of the Code relating to the
amount of benefits that can be paid.
(2} The limitations of Section 401 {a) (17) of the Code relating

to the amount of compensation that can be taken into account for benefit accrual.
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3) The limitations of Section 4G1 (a) (%) relating to the time
that benefit payments must begin. |
(4) The limitations of Section 401 (a) (31) relating to the
rollover of benefits.
(5} | The limitations of Section 401 (a) (23) relating “definitely
determinable” benefits.
SEC. 24,1409 Employment Status during DROP Participation
A Member who elects to participate in DROP shail have all of the rights,
privileges, and benefits, and be subject fo all_other terms and conditions of active
employment, including, but not limited to, the City Flexible Benefits Plan.
Section 24. That Chapter I, Article 4, Division 8, of the San Diego Municipal
Code be and the same is hereby amended by amending Section 24.0801, to read as
follows:
SEC. 24,0801 City’s Contribution
Commencing July 1, 1954 the City shall contribute to the Retirement Fund
in respect to members a percentage of earnable compensation as determined by
the Systerm’s Actuary pursuant to the annual actuarial evaluation required by
. Section 24.0901. The required City contributions shall be determined separately
by the Actuary for General Members and Safety Members.
All deficiencies which may accrue as a result of the adoption of any
section in the Retirement Ordinances must be amortized over a period of thirty
years or less. Any amount designated pursuant o Section 24.1203(b){5) shall not

constitute a deficiency within the meaning of this Section.
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Section 25. The benefit improvements shall not become effective unless approved by the
active members of the Retirement System. The Retirement Administrator is directed to
immediately inform the City Clerk of the results of the voté held pursuant to Charter section
143.1. The San Diego Municipal Code shall not be amended pursuant o this ordinance unless
and until the Retirement Administrator notifies Eﬁe City Clerk the members of the Retirement
System have approved the increase on benefits.

Section 26. For purposes of establishing a referendum only, this ordinance shall take
effect and be in force on the thirtieth day from and after its passage.

APPROVED: CASEY GWINN, City Attorney

By ﬁz\(\m C *\*m&\ l\\ \R‘ i ?\\()\\
Sharon A. Marshall !
Deputy City Attorney

LEC:SAM:mrh

03/13/97

03/14/97 Corrected Copy
03/17/97 Corrected Copy
03/26/97 REV. 1
Or.Dept:Labor.R.
0-97-38

Form=o&¢t.frm

WEATTTMUNICODEC-87-83. LEC
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CITY OF SAN DIEGO | 8/98

' DEFERRED RETIREMENT OPTION PLAN (DROP)

L PURPOSE and DURATION.
A. Voluntary alternative method of benefit accrual
B. Allows accumutation of lump sum benefit in addition to
monthiy retirement allowance
C. Initially offered on a 3-year trial basis (beginning 4/1/97)
City will evaluate whether there is a impact on employer
rates which is greater than savings to employer

il PARTICIPATION in DROP. _
A..  Upon reaching earliest age/service requirement eligibility:
(Safety Members = 20 years at age 50 or 10 years at age 55)
(General Members = 20 years at age 55 or 10 years at age 62)
B. Voluntary and irrevocable election to participate in DROP
(employee executes waivers re: discrimination)

C Up to maximum of 5 years participation—-then terminate
D. Monthly annuity calculated on effective date of DROP
E.  Annuity deposited into interest bearing DROP account
II. TERMINATION of DROP. DROP participation may be terminated:
A. Voluntary termination of employment by employee
B. Involuntary termination of the employee

C. Death of the member
D. Approval of a disability retirement

\A DROP ACCOUNT.
A Individual member's account is within the assets of the System

B No access to account by employee during employment

C. Account credited monthly with: (i) normal annuity; (ii) 3.06% of salary
from employer; (ll) 3.05% of salary deduced from employee salary,
(iv) interest as determined by the Board

V. PAYMENT OF BENEFIT. Upon termination, member shall receive:
A. Continuation of monthly annuity calculated at beginning of DROP and
B. All monies in DROP account; (i) as a lump sum or (ii) as an annuity
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CLOSED SESSION REPORT [X] CITY OF SAN DIEGO [] OTHER (See below)

NOT A PUBLIC RECORD

TITLE__ Conference with Labor Negotiator - Meet and Confer vntil the information in this box is completed,
{Sa] ary pr OpOSﬁJ_S] (D CA Marshail) signed by an authorized representative of the
- City Atorney's Office and stamped in the space below
: .DATE OF CLOSED SESSTION: 3121 , 2000
I REAL PROPERTY NEGOTIATIONS G.C. § 54956.8 Dae Litigation Concinded: oy 200

] Ongoing/Status Report

{1 Finnl Approval of Agreement (D} By:

Substance of Agreement:

{1 Finai approval dependent on other party . Title:

a RN HEXEL

0 LITIGATION G.C. § 54956.9
fi{a) Pending [}(b)1) Sipnificant Exposure [J5)2) Authorizing Session {](c) Initiating

[1 Defend Litigation (D) I3 Stams Report

1] Seek Appellate Review (D) 1 Refrain from Seeking Appeliate Review (10}
{1 Amicus Participation [ Other (see below)

{] Settiement Offer To Be Conveyed [} Acceptance of Signed Settlement Offer (D)
[1 Tnitinte Litigation or Intervene (1) {1 Contingent Acceptance of Signed Offer

[1 Non-Disclosure of Litigation Recommended (check if yes):
[] Interfere with service of process  [] Impair ability to settle
Fuli Case Name:

Case Number:

Substance of Agreement;

{ CLAIMS DISPOSITION G.C. § 54936.9%
{1 Cffer Made [I Offer Acoopted

Claimant;

Substance of Claim: Amount:

[ DECISION ON EMPLOYMENT STATUS G.C. § 54957
[1 Appoint (D) {1 Employ () {] Accept Resignation (D) [} Discipline (I7)
[ Disruissal or Nonrenewal {discloge after exhaustion of administrative remedies)

Tiile: Change m Compensation:

iX] LABOR NEGOTIATIONS G.C. § 54957.6
{j Ongoing/Status Report
[X] Final Approval of Agreement (I)) Other Party to Negotiation:

Ttem Approved:  FOA 2-yr MOU;_2%_7/00,_5%_7/01,_plus benefits_and_wage_sdfustments

" X]VOTE {1 NO VOTE NECESSARY COMMENTS: Discussion regarding parity for other 3 uniops: vois alse

MNarme Aye No Absent .
{0 take no action to temminate DROP

Distriet 1
District 2

District 3

District 4

ESI I A

District 5

4

District 6

]

District 7
District § >

Mavor e

APPROVEL:

Voting Tally 7 0 2

NOTE: (D) DISCLOSE FOLLOWING CLOSED SESSION

LALDEVANEYWCLSDSESSWEETCNFR, WFD



CITY OF SAN DIEGO, CALIFORNIA
COUNCIL CLOSED SESSION MINUTES
TUESDAY, MARCH 21, 2000
(2:10 p.m, - 4:19 p.m.)

ATTENDANCE:

COUNCIL

Golding NP = Kehoe X Stallings X
Mathis _X Stevens 2:21 McCarty X
Wear X Warden 2:27 Vargas 2:26
CITY MANAGER STAFF

Uberuaga, Herring, Belock, Frazier, Schlessinger, McGhee, Kelley, Griffith.

CITY ATTORNEY STAFE
Girard, Bromfield, McAteer, Salt, Stiffler, Mittlestadt.

CITY AUDITOR STAFF
Ryan Websier

CITY CLERK STAFF
Abdelnour, Maland, Woronicz.

SUBJECT #1:

II. = Conference with Legal Counsel - anticipated litigation - significant exposure
to litigation, pursuant to California Government Code Section 54956.9(b):

b. Regional Water Qualify Control Board v. City of San Diego.
Notice of Violation 00-46

Deputy City Attorney Bromfield briefed Council on the background of the
case and asked for the City Council’s approval offering and
recommending a two-step process to expedite the repair of the Alvarado
Trunk Sewer: 1) Let the City Manager, through the use of the JOC (Job
Order Contract) of Balboa, begin the relocation; and 2) with the City
Council’s approval, have the City Attorney bring back an emergency
ordinance to open session on April 10® to get the appropriate funds to
fund this,



Closed Session Minutes of
Tuesday, March 21, 2000

Page 2
Discussion was held regarding the case.
ACTION: MOTION BY WEAR TO APPROVE STAFE’S
RECOMMENDATION. Second by Stallings. Vote:
Unanimous; 4,5,8, M-not present.
SUBJECTS #2:

III. Conference with Labor Negotiator, pursuant to Government Code Section’

54957.6:
Agency negotiators: Michael Uberuaga, Bruce Herring, Dan Keliey,
Stanley Griffith, Mike McGhee
Employee organizations: Municipal Empleyees Association, Local 127

AFSME, AFL-CIO, Local 145 International
Association of Firefighters AFL-CIQ, San Diego
Police Officers Association.

ACTION: This item was discussed.

I. Conference with Legal Counsel-existing litigation, pursuant to California
Government Code Section 54956.9(a):

g, Cefbett, et al. v. City Employee Retirement System
S.D. Superior 722449,

Deputy City Manager Herring briefed Council with an informational
- presentation on this case.

ACTION: Information ftem Only. No action taken.
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* Deferred RetlrementOptmn Program
“DROP”

Established by Municipal Code Section 24.1401
in 1997

m DROP implemented on a threéyear trial basis

s [f the City determines DROP to be cost effective,
or takes no action to eliminate DROP
participation, DROP shall become a permanent
benefit effective April 1, 2000

SN
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Allows an employee to enter a deferred
retirement plan yet continue City employment

» Employee receives regular paychecks and benefits
while m DROP

» Employee receives deferred pension check which is

+

invested within the CERS at a rate of 8% per annum.

|

. . \

» An employee can remain mn DROP for a maximum of {
five (5) years - |

18




_DROP City Benefits

A e A A R N

~ wDROP benefits the City

» No further actuarial contribution required to CERS
» $4.0M savings since inception of DROP

» Skilled and experienced employees remain on the job
allowing for smooth transition through phased
retirement

HAATRER:

19

DROP by the Numbers

s DROP participants
» 136 Police
» 146 Fire & Life Safety
» 179 General Members

461 Total participants

20



. DROP by the Numbers

City Budget Implications
»$1.30M FY 1999  Savings
>$1.32M FY 2000 Savings
»$1.38M FY 2001  Savings

21

DROP by the Numbers

8 CERS Actuary cites need for further evaluation of

data over period of year to draw firm conclusions
On Savings/costs

= General Fund saved $4.0M since inception

® Retirement system absorbed $4.2M in actuarial
Impact since inception

22




Recommendations

» Continue DROP

x Direct Staff to provide Council with a 5 year
evaluation of the DROP program through 2002
focusing on:

» Fiscal impact to City
» Actuarial impact on CERS
» Staffing and tumover implications

23

‘‘‘‘‘‘‘‘‘‘‘‘

s MEA has requested relief due to:
» Soaring prices at the pump
» 48% increase over March 1999
» Average price per gallon is currently $1.74

24
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&ABRIEL, ROEDER, SMITH & COMPANY n e

Consuitants & Actvarles . -

P T

0171 Towne Czoire (nve = Sure 440 « San Diego, Caliosnia 92122 « E18-525. (00 » FAX £19-5815.1418

june 22, 1999

Mr, Larry Grissom :
City of San Diego Employees’ Retirement Associstion
401 B Smeer, Suite 400

San Deepgo, CA 92101

Desr Larry,

We have cnelased 2 second draft of DROP's finzncial impact. We are asking you to take 2 areful look at
hems | and 2. Tem #2 was not included in our initial draft. Neither was newly wided Hem BE.

Our thought is th keep this in diaft form for the time Being uniil thers comes a point where we have heaten
the subject to death inwrnelly and we feel thar ousside sources of sage advice on this maner have been
exhausted.

We will fax 2 copy of this 16 Karen Steffen and ask if she bas any input.

Of course, if there is some poin prior to carly next year where you wish wide distribution of this, just let us
know and we will finalize.

Enclosed i5 1 bill.
Sincerely,

Rick A. Rosder EA, FSA, MAAA

0489-0001
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-3

a0y

Evaioating the Finaneial Impact of BROP IR ICEE B
City of San Diega e TR B
- [y ot et
June 17,1059
{Second Draft)

We appreciated the exploratory meeting on June & 1o discuss the most cquissble manne: to determine how
DROP impacts System costs, Your input was insrumental ia us adding ftern #6. With the benefit of 2dded -
thought, we have also sdded ftem £2 since valuation assets do chengs o refise! the newly created DROP
teserve. We al50 havz made 8 minor modification to the reflection of accrued liabilities 1o refizct the 1.6%
COLA that was applicd 23 of July | in some of our caleulations.

We have tricd to isolale the impact of the DROP program on the change in the calculzted zctuanal rate for
the 1998 valuetion. We initisted this heesuse of our efforts to reconcile the difference bepveen the 1997
and 1998 contribution rates. We ave ssking for input because of the comploxity surcounding these
calculations and ths political sensitivity dug o the DROP program's interim status,

There are two biasic ways that DROP service can be reflected in actuarial compulations: -

1. Trent the DROP recipisats as retirants at the point that they tlect o DROB,
2. Treat the DROP recipicnts as sctives for an average assumed period beyond their DROP date,

In the City of San Dicgo valuation, we are using Method #1 and treating the DROP recipients ag retirints.
Dur rationnle is based on the adage that i it “walks hke 2 duck snd losks like & duck, it probably is 2
duck.”™

Retirants do not pay plin contributions. ' Neither do DROP recipients {there is a 3.05% employer credit that
yetates 1o the Cily's defined constibution propram). Active members do pey plan contributians.

DROP recipients, like retirants, do not accnue further benefits. Active members do.

The actuarial auditor supgests use of Method #2 if the DROP program gets beyond its current probationary
period. If they were based in Oregon, insiead of Seattie, perhaps they would believe in ducks. Method #2
is reasonable in that in spreads Ui normal cost over anticipated DROP serviee, theteby reducing the normal
cost relative 1o #1 in most cases.

Method #1 will geaerally prodace 2 higher hormal cost rate and higher sccrued liabilitics than Method #2.
However, the normel cost-rate will apply to a lower payroll amouat, Thus, i would be diffioull to
peneralize as to which approach produces & higher contribution. As s practical mafter, Method #2 would he
difficult to implement untit there is  premty good idea as to what average DROP servics will be. Under the
City"s Projecied Unit Credit Method, these employecs would be westd very similar {o reliroes snywsy,
since fhse narmal cost 15 based o the noxt year's prejected scorual. For DROP's, this would be negligible.

As dur Slarting point, we first looked at DROP recipients 25 vetiranis and valucd n Hability sssociated with
their relired siatus. We based on pur calculations on the average demogrephic inchuded in the report.

Annuz! Retirement Atiained Years of
Nuniber Aliowance Ane Ags  Credited Service
General 60 $32.056 59.4 §0.0 3.1
Police 61 $47.223 54.0 4.7 27.0.
Fire | 93 .‘i%i,‘.\S? | 4.1 5.2 K7

0489-0002
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We calculated the Final Average Compensation associated with these demopraphics. We then warked up
refated numbers based on the average snnual overali pry increase of 3.7% {or active members in 1997.95,

Final Related . Estunated
Averape Cormpensation Compensation
Campensation Al Retirement Al 6/30798
General $49.731 £50.650 351,575
Police £59.360 360,450 §62,000

i 60,167 361,250 $63,300

From these assumplions, we eslimale costs/savings with DROF using four elements, In our calculations,
we assumed that Safety members were male and that 50% of General members are female.

To date, we have identified six areus of cast or savings 1o the City due to the implamentation of the DROP
program.

i, We first estimnate the spgrepale accrued liability for future benefit payments &5 8 DROP recipient (and
therelare value 8§ & fetives). We then value accrued Hsbilities for the same hypothstical member bad
they instead continucd a5 an active member, continuing to acorue service crodit, ot the valuation date.
Then we compare accrued finbilities between the two calculztions, One of the tricky slements is that
some of the DROM's would have retired by the valuation date cven it DROP did not exist, The
vatuntion assumes that 20% of Safety members al 2ge 54 will retice during the rext year and that 15%

of General members age 59 will retire in the next year, .

Active

Bxpecied Active Liability

Active Retiree Difference | At Valn Date Increase
- Al 2y 3 {43 ({12174}

General £42K,600 $424 600 54,000 54.6 218,460
Palice $666,300 $666,800 $ (500 55 § (26,250}
Fire £707,200 $7I0.800 © o {513,600) 763 ($1,037,700)

Total . ‘ §(845,550)

The twotal lishility difference is then amortized over 23 years (15.43 factor), applied 10 compensation and
then canveried 1o 8n equivalent, beginning-of-year rate differential. The impact of BROP also results in
lower covered payroll. This-ycar's dollsr cost 10 amortize the wilunded ligbility increase is roughly:
§52,700, or roughly 0:01% of City pryroll.

Since the active accrued linbility is fess than the related retiree accmed liability, there Is % net cost 1o the
City, There would have besn 2 net savings 10 the Cisy if the active scorued habilitics ware groates thun
related retires liebitities. While it is B costitem this year, itcould be a savings fiem in some fumre years:

For this purpase, it is unclear wherer the fotud lisbility increase 67 anly this year's poriion of the amortized
incresse should be shown 25 & savings. In-out wisl, we have shown only the wmortized purtion s # Savings
since this analysis isolaled ua the 1999 fiscal year We have a preference for the entiré acored lLiability
differstitial to be shown. Otherwise, a panicular year's savings or cost due 1o this fiem wouk! be af the
mricrey #s to the sornewhat arbitrary clement of the length of the remaining amortization periad

0488-0003

189-0
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2. A DROP rescrve of $8,826,738 was in exisicace 25 of the valustion date, This was excluded from
vaipation 2sseis since the lisbilies that we cxplicitly value for DROP recipiens arc only for
prospective payments from the vajuation dste. This redustion of vatuation assels increasss the
amnntization cost of unfunded lisbilities (o the System. The Systern has & Hability to pay for "accrued”
payments far DROP recipients in addition (o payments vaiued in bemn #1.

To simply amortize the entire DROP reserve would be 1o averstate DROP's impect since some would
have vetired it any event cven in sbstnes of DROP. We used the relative amount of retiree accrued
liabilities and assumed retirement patterns in Bem K1 in deriving the portion of the DROP reserve that
should be ignoced, as follows:

Expecied
Retiree DROP DROP: Expesiad Aotive Active
Liahility Retirzes Lighility~ At Vain Datc Linbility
{1 2 (N*2) {4) (1=}
General £424,600 0 525,476,000 54.6 323,183,160 .
Palies $666,800 6l 40,674,800 52.5 - 335,007,000
Fize £720,800 93 67,034,400 763 §54,997,040
Totl 1334857200 113,182,200

The diffarence between the 113.2 and 1332 million dollar figures reflect the “atmition™ fiom active
rmemnber lishilities for thase who would have been expesied fo retire in 3 non-DROP enviroument. I wey,.
ke the 85% ratio beiween these iwo numbers-and apply §5% to the DROP reserve, we detive 3 figure of

$7.501,000.- This is the‘estimatc of the added liabiliny due to accrued pension payments caused by DROB.

The smortized relased impact on the 1998 cesteibution would be roughly 0:12%of City payratl:

3. There 2rc fewer dallacs being contributed by the City because DROPs are classified as reficants. This
scpresents 8 cost sevings to thie City. We have assumed that an additional 20% of Genetsl members

aad 40% of Safety menbers would retire during the year in accordancs with assumed probabilities w
zzes 60 and 55, respectively,

Expeelod Actives “Weighted” Avg Normal Cost 1999 FY Nermal
A Al Vala Date Actives For DROP Member - Cost Savinps
General 46 49.1 S11,600 $560,550
Pulice 525 41.8 514,500 5506,100
Fire %3 61.0 C§14,250 5869250
Total - . . $2,044,500

in caleulating the savings, we think that there is a good argument io-usc cxpected actives at the

valuation datc instead of weighled cmployees since there will be some new DRODs during the plan

year {slthough significantly jess than e first year), Thedotal savings would incicase b 2 A8 000
hased on anticipsted employees at (he beginning of the yerr listead of sweishitad™ employees:

0489-0004

£89-0001/ 4 04890004 (ETTETTHRERETARIR L)



ent by: CITY OF 80 RETIREMENT SRVE E1E £33 481%; 08/25/98 10:40; JetFpx #3071 ;Page 81t

-

4, The Systen Joses-contribution ‘inflows fram those DROF members who othierwise would-have been-
prajecied 1o be active members. This represents & losio the Cify.=

Astives Entry Y 1009
Beginning “Weighted” Age Conlribution
Of Year Actives Rate Compensation Losg
{n {2} : ay (4) (2)* (3% {4)
General 54.6_ 49.1 BOE% £52,400 3231,0600
Palice 52.5 41.8 [2.29% 363,000 $323,600
Fice _ 763 5.0 11.70% $64,300 $458,900
Total $1,013,500

The contribution loss would instead be $1,237,400 if besed on projested actives, if DROP did pol exisl, &
of July 1, 1998,

This set savings o the City of Nem #2 less Yestn 3 does not directly trrnslate into & lower comnbution

rate. Jlowever, if the total savings is applied againee 3399 milhon of City valustion payroll and netied far
“forgone" employee contributions, this effectively reduces the raw by 0.26% - 0.31% of valuation psyroli,

5. There acepick up.savings duc o the [atk of pick up on behall oLDOROP meutbers. This saves the City -

- TIOney.

Actives - et

Bepinning “Weighted" Pick Up 1099 FY
Of Year Attives Rate Compensation Savings
{h (2 )] {4) ()" (3% (&

General 54.6 49.1 S4% £52,400 $131,200
Police 52.5 4.8 5% §83,000 150,100
Fire 763 6140 5.7% 564,300 §223,600
Tots] : $504,500

The pick up rate is neted for “anticipated”(!) refund sevings of 22% and 7%. respecively, for Safety snd
General members, ‘ )

if actives as:olduly 1, 1998 are instcadnsed, the pick up-savings increasests 3614100

8. Ihe accounts of DROP participants are credited-ats rae of $% per-amum;-compounded quartetly:
This translates into.an effective tate.of §.24% per-snnum. I fund camings-exceed 8.24% in & giver
year, there will be a savings othe City; ifnot, 2 :cost.

0489-0005
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THE ONE-YEAR METHOD

[ we soiely wsolate on the impact on the current yzar conwibufion rate, we derive the

Weighted Beginnming Of
Employee Yesr
Approaci Apptoach
Ttem &1 : §32.700 £52,700 Savings
fem 12 468,000 468,000 Cost
frem 113 2,044,500 2.482.000 Savings
Jrem 4 1,013,500 1,237 404 Coxf
Trem #5 ' 504,300 614,100 Savings
trem #6 Bid ™
Total . 51,121,600 $1,443,400 Savings Prior To frem #6

We have z slight, theoretical peeference for the 51,443,400 figure which reflects actusl active members al
the beginning of he year.

THE TOTALIMPAGT METHOB

This method calculates the b estimated impaet, inchuding that for fatere years, on each elerwent of cost or
savings, Weo Bclicve this=is - edhaical improvement over the one-yeer methodi: Under the uac-year
method, chamges in acerued liability are amonized over the remainder of the amortizelion peciod (23 years
a5 of June 30, 1998}, The porrmal cost changes reflect expecied future working listime for the covered
DROP group, which will usuaily be one jo twes years. These time frarmzs are clear mismatches. Thus, the
total impact looks af the towa] value of cost o savings, on & present vahue basis, for the curtent ysar and all
estimated future years where this year’s DROF sctivily is projeeted 1o have some impact,

Weighted Beginning Of
Employee Year '
Approach Approach
Hem #1 845,550 845,550 Savings
Ttem &2 £7,501,0600 7,501,000 Cost
ltem #3 31,800,100 _ 4,706,500 Savings
Hem #4 1 898,560 2,298,700 Cost
hem #3 958,050 . £, 154,900 Savings
lem #6 *t 7
Tatd) 53,686,800 83 098,750: Cast Prior To Itiem #6

© 1s it an anontaly that there 13 3 nel cost of ftems 145 under the Tota! Impact Method but a savings under the
One-year method? No. The biggest Itom is #2. The 23-year amortization of the cost under the Ong-year
method spreads out the impact of Hem #2 over a Jong perisd whereas it is fully reflecied in the Total
impect Method: ’

CAVEATS An actusry withoul a caveat is fike a sunrisc without 4 reogter. Wz have lwo. First, {he
rettrernent Tates we lave been using are largely based on nen-DROT experience, DROP may cause 2
sipaificant impact and make these rates outmoded. We ave on record as recommending that Safery
scmbers who have sitzined sge 55 and have 30+ vears of service are much more likely to retire thaa
mdicated by exising refirement 35SUMpLons.

0489-0006
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Second, using averages is daapgerous, The examgle of 2 man who drowned in » river with an average
depth of three feet comes to mind. In our calculation of the normal cost, we have assumed that every
Safery member, who wanld have remamed sctive, aserues 2 beasfit Increase that is much bigher than
- would occur in 2 number of cascs. Why? Because we use an average of 27.0 years and 2R.7 years of
service, respectively, for Police and Firc members at the time they DROP. Notwithstanding, there willbe a
significant minority of DROPS who will bave reached the 50% maximwum bencfit when they DRDP hecanse
of the dual attainment of 55 & 30, If desired, we can refine this approximation. Because ol this, our bost
Judgement is that the City’s aonual cost savings in lism #) s overstated.

0489-0007

890001 1 7 048980007 IR LT LR



San Diego City Employees’ Retirement System
Retirants and Beneficiaries June 30, 1996

Tabulated by Attained Ages and Year of Retirement

General Members

Year Age Grouns

Retired 0-49 50-3% 60-64 65-69 ©T0-74 75-T9 80-89 90+ Totals
Before

1977, 5 14 o 9 33 64 301 73 508
1977 3 7 2 7 8 34 60 4] 121
1978 0 2 2 2 8 20 62 0 96
1979 1 2 3 2 16 29 39 1 113
1980 3 0 5 2 25 30 25 1 95
1981 2 10 1 8 23 46 21 b 111
1982 1 4 2 3 28 37 18 6 93
1983 0 3 1 1 26 58 9 0 98
1984 4 5 3 7 31 53 10 { 113
1985 7 1 7 10 31 39 i3 0 108
1986 1 4 3 17 34 29 4 g 92
1987 4 3 0 ‘28 28 30 3 0 96
1988 5 8 4 25 46 10 2 ] 106
{989 3 3 1 27 62 4 3 ¢ 113
1990 1 5 I8 31 40 6 5 ¢ 106
199} 6 2 21 45 21 2 1 6 99
1992 5 4 21 30 21 4 0 0 85
1993 9 13 42 ‘55 32 5 0 0 156
1994 12 15 6 24 4 i 2 1 63
1995 15 13 29 28 1 2 ] 0 B8
1996 g 22 26 I2 3 L] . 0 12
Totals a5 140 216 374 525 543 599 76 2,328
Age at Retirement: 59.0 years

Attained Aps: . 717 years

Anpual Pension;  ${0,308

0489-0008
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San Diiego City Employees’ Retirement System
Retirants and Beneficiaries June 30, 1996
Tabulated by Attained Ages and Year of Retirement

Safety Members
Year Ape Groups
Retired 0-49 56-59  60-64 G569 70-74 73-79 80-89 90+ Totals
Before | :
1577 g 44 21 42 53 117 169 34 ARD
1977 16 28 g 2 18 11 2 1 2
1978 7 23 3 3 8 13 2 ] 59
© 1979 5 16 1 8 17 2 4 1 &1
1980 8 18 2 18 LR 0 ) 4] a8
1981 7 10 5 6 8 5 2 1 44
1982 2 Q 1 12 5 0 1 0 30
1983 4 B 5 il 13 2 i O 44
1984 3 5 g9 14 3 1 1 0 36
1985 12 4 3 13 1 ] 0 0 34
1986 5 14 9 14 2 0 0 0 - 44
1987 6 & 10 7 4 D ] ] 33
1988 b 10 o 8 0 0 0 Q 33
1989 3 26 16 5 1 & 1] 0 56
1994 17 17 15 2 (] ] ] ] 51
1991 14 11 23 2 0 0 0 t] 50
1992 13 20 9 .0 0 ] 4] ¢ 42
1993 26 76 47 o3 1 1 0 0 154
1994 26 13 1 g 0 ¢ 1] € 40
1995 i6 27 1 Lt 0 0 1] 0 . 44
1996 18 28 _5 1 0 0 I S 1 53
Totals 222 405 210 17 142 153 184 37 1,524

While not used in the financial computations, the following group ﬁverggw are computeﬁ- and shown because of their

general interest,

. Age st Retirement: 47.5 years

Altained Age: 63.1 years
Annusl Pension:  $21,107

04838-0009
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San Diego City Emploﬁees‘ Retirement Sysiem
Summary of Retired Members and Beneficiaries included
inthe June 30, 1988 Actuarial Valuation

The foliowing inciude DROP Retirements,

PO .\ - -+
Annua Annuel  Attained Age st  Service at’ New Retirees
Np Allowance  Aliowancs Age  Retrement Refiremert No. Age  Alfiowancse

Ganeral Membars

B/30/97 2,548  $27.698,098 $10,871 72.0 58.9 208 74 58.5 $23,258

6/30/98 ‘ 2,681 32,176,333 - 12082 71.7 586 21.1 143 58.8 25,820

Percent increase 4.4% 16.2% 11.2% ‘ :
Safety Mambarg ‘ ’

630187 1,575 34,974 007 22,208 683.4 47.8 202 58 50.4 $38,552

&/30/88 1,758 44,330,848 25217 63.1 48.3 26,5 a8 52.5 44 a1

Parcent increase 11.6% 26.7% 13.6% o
Grand Total 6/30/67 4,123  $62,672,105 $33,077 887 54.6 202 138 852 $28,196
Grand Total £/30/08 4 419 78,507,181 37,308 883 54.5 208 265 56.8 33,402
Percent Increase 7.2% 22.2% 14.0%

' Refirees only; beneficiaries exciuded,

6489-0010
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General
6/30/88

Pojice
B/30/88
Fira
8/30/98

“rand Total

30708

60

81

83

214

San Diego Gity Emplovees’ Retirement System

Summary of Retired Members and Beneficiaries Included
in the June 30, 1988 Astuarial Vaiuation

Annual
Allowance
§1,823,34¢
2,880,801

‘4,??5,7‘?4

£8.678,685

' Retirees ohly; beneficiaries exciuded.

39-0001 /11

(Continued)
DROP Averages New DROPS
Annuat Attained Ageat’ Sarvice at Annual
Allowancs - Age Befitemsnt Retirement No Nowang
$32,056 80.0 59.4 30.1 45 $28,742
47,223 54.7 54.0 78 39 43,532
51,382 55,2 54.5 8.7 31 51,373
$44 765 EE4 55.8 284 118 340,250
0489-001% .
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San Diege City Employees’ Retirement Sysiem
Sumimary of Retired Members and Beneficiaries inciuded
inthe Juns 30, 1888 Actuarial Valuation

The'fc;ilo.wing inciude DROP Retirements,

Averaies
Annual Annual  Aftained Ageat' Service at’ New Retiress
Ng. Allowance  Allowance Age  Relirement Ratirement  No. Age  Allowange

Genaral Membears i
6/30109 2,773 $36.440.808 $13,145 71.5 8.5 209 1688 58.8 528,757
&30 2,661 32,176,333 12,082 717 586 211 143 58.8 25,820
Percant Increase 4.2% C13.3% 8.7%

Unified Port District : .
8/30/99 232 33,777,835 $16,284 6B.5 58.0 18.0 7 554 $16,382
8/30/a8 ) 227 3,610,348 15,805 8.7 58.8 167 24 60.8 30,887
Sarcant Increase 2.2% 48% 24%

Safety Members ‘

5/30/98 1,884 51,373,628 27,268 628 48.5 208 154 52.1 $46,053
B30/E8 1,758 44,330,848 25,217 83.1 48.3 208 84 52.5 44,910
Percent tncrease 7.2% 15.9% 8.1%

Grand Tota! 5/30/89 4883 $91,601372  $18,736 68.0 548 206 326 658  $35,650

Grand Total 5/30/88 4,648 80,117,627 17,244 68.3 54,5 208 265 56.6 33,402

Percem Increase . 5.2% 14.3% 8.7%

¥ Ratirese only; bensficiaries excluded,

0485-0012
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San Diege City Employees' Retirement System
Summary of Retired Members and Beneficiaries included
in the Jume 30, 1889 Actuanal Valustion

{Confinued)
DROP Averages New DROPS
Annual “Annusi Attained Age at’ Servics a1’ Annual

Ne. Alipwance Allowance Ags Retirement Retirement No. Allowance

DROP General

[Sliciereis] 181 $3,103,382 30,727 800 58.0 28.8 56 $30,350
6/30/98 80 1,823,348 32,088 80.0 584 361 45 28,742
Percent increase 68.2% 61.4% {4.3%)

DROP Police ) : .

873078 103 4,828 505 47,882 54.8 B3.5 261 . 49 47,917
6/30/08 &4 2,880,601 47,223 547 540 27.0 35 43,8382
Parcent increase £8.9% 71.1% 1.4%

DROP Fire

300 111 5,873,047 82,910 652 539 283 28 £53,045
8/30/98 B3 4,775,714 51,352 55.2 54.3 28.7 31 51,373
Parcent Increase 15.4% 23.0% 3.0%

DROP UPD Genaral

6/30/88 1 12,692 12,662 585 57.8 20.0 1 12,682
DROP Grand Total _

6/30/99 . 316 $13,918,638 £44,047 588 555 28.0 144 $42,187
8/30/28 214 9,579 665 44 765 56.4 856 286 115 40,250
Fercant increase 47.7% 45.3% {1.8%)

! Retireas only; beneficiarles exciuded.

0489-0013
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GABRIEL, ROEDER, SMITH & COMPANY

Consuitants & Actuaries

7171 Towne Centio Deve « Sudy 440 « San Diego, Calitornia A2122 « 518 5351300 FAX 8166851415

November 18, 1999

Mr. 1 an’y Grissom

City Lmployees” Retirement sttun
401 B Street, Suitc 400

8an Dicpo, CA 92101-4227

Dear Larry,
We wish (o summarize pertinent points from yesterday’s conversation on DROP.

in our method of caleulating costs and savings associated with DRODP earlicr this year,
ane of the costs of DROP would be deﬂCC(‘I i{ the 0% cap on Safety bencfits were not

considered.

‘The §3 1 million cost under the “otal lmpacl“ mdhod that we L‘»nnmkd for DROT was
for the periad from the inception of the DROP program through Junc 30, 1998, Savings™
and costs for future DROPs will vary with their number 'md ciumngapince

We would caution aguinst dr'iwmg firm conclusions about the fi n;.mmal impact of DROP
until adequate data is avaifable over a period of yoars.. lhus e:\puﬂ enceduring
year pilot period may not be fully crcdxhle. - .

Sincerely,.

Rick A. Roeder, FA, FSA, MAAA

AUD-TWE-206-0204
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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DROP’s “llidden™ Liabilities
September 13, 1999

After our most reeent DROP meeting, it became apparent that one technical point is making the
concept of DROP murky, The issue refates to the account balance during a participant’s DROP-
period. ' '

Tn.regard to the participant’s DROP account, onc pcrsdn said, “What do T care? Ifi’s in 2

defined contribution account balance, ! view it as an cotirely separate issuc than the funding of
the ‘defincd benefit plan,”  Another said, “These monics have alrcady been considered and

funded in the process in any event.”
. Such comments are upderstandable but untrue. {lopefully, the following exumple will illustrale.

 Lets assume that a firefighter has 30 years of service and is 55 years old. The [irefighter clects
to work three additionul yegars. ‘ ' :

The pension at age 55 i $40,000 per year. What is the actnarial value of the total benelit due the
firefighter ccascs providing scrvices at ape 58 under both. a DROP election and no DROP
cloction? -

Tf the firefighter DROPs:

Part A is their DROP account. We are assuming a 2% annual pension increase.  This 1s

determined by:
. DROP Account Additions
Pension Amounts Credited Interest during 3 yoars Total -
T Year1  $40,000 ;58,486 $48,456
Year2  $40,800 | L $4,993 f $45.,793
Year3 . $41.616 - §1,633 , $43,249
 Totals $122416 o osisa12 $137,528

Part B: The actuarial value of (uture peasion payments from the non-DROP pension 18:

$42,448 * 13.54 — $574,746

13.54 is an actuarial factor to reflect the present vahue of future anticipated payments of 51 per
year commiencing al age 58.

The sum ol Part A and Pant Bis $712,274:

Z'Ei_'d : GIPISESST D "O032SHUT Hd 8S:ITE &66—E2T~d38
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Suppose the fircfighter docs not DROP and still retires at 58. Let's also assmne that the
firefighter receives a 4.75% pay increase each year during the three-year DROP period.

Whether the firefighier retires at age 55 or age 58, the initial. percentage of final pay will remain
unchanged at 90%. Howecver the final pay at age 58 is projected o be 14.9% higher than at age
55. Thus, the available 540,000 pension at age 55 will increase to a pension of $45,975 starting
at age 58. : '

* The actuaria! value of this pension is:
| $45075 * 1354 = $622,502
The value of the DROP uftemmivc is $89,772 greater than the non-DROT aliemnative.

Three parting comments: The DROP impact for General members will be less pronounced than
Safety memmbers duc to their combination of a lower benefit formula and a 100% pension cap
(instead of 90%).

Second, 1I¥ DROP continuance next year s problematic due to cost concoms, one minor plan
design “tweak" might be considered: The cost-of-living allowances not be considered during the
DROP period and in determining the initial pension after the DROP period.

In Summary: To the extent that DROP impacts the date of retirement, there will be some
cost impact,

£2a " d STIPISESETS TOoRSHD Md 65:8A E6E—ET—dE3
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CITY OF SAN DIEGO
L ABOR RELATIONS OFFICE
202 "C" Street, MS 8A
San Diego, California 92101
(619) 236-6313
(619) 235-5265 (FAX)

DATE: 4 /}g)/}a@o

TO: ;Z"U 9-2 ‘ | FAXNO. S32. Y& )/

FROM:  Dan Kelley FAX NO. (618) 235-5285
Labor Relations Manager

NO. OF PAGES (including this cover sheet): 4
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DROP Employee Benefits

DROP City Benefits

[ A

s Allows an employee to enter a deferred

retirement plan yet continue City employmernt

» Employee receives regular paychecks and benefits
while in DROP '

» Emplovee receives deferred pension check which is
invested within the CERS st a rate of 8% per annum.

» An emplayee can remain in DROP for a maximum of
five {5) years.

» DROP benefits the City
» No firther actuaria] congribution required to CERS
»§___ savings since inception of DROP
v Skilled and experienced employees remain on the job
allowing for smocth transition through phased
retirement

17 - 18 )
l | .
Mandatory Review of DROP by City Council DROP by the Numbers
= Municipal Code requires Council review by = DROP participants
3/31/00 : » 136 Police
.. . , » 146 Fire & Life Safety
» Decision to continue DROP or not. + 179 General Mombers

461 Total participants

19

20
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1

DROP by the Numbers DROP by._t__pg}jgmbers
@ CERS Actuarial Impact = Budgst Implications
v »§ K FY1958 Savings
v »$ K FY 1999 Savings
v +$ K FY2000 Savings
N +*$ K FY2001 Savings
21 22 o

Recommendations

W Du"ect Staff 1o prov1de Council thh 8 5 year
evaluation of the DROP pro focusing on:
+ Fiscal impact to City
+ Actuarial impact on CERS
v Staffing and tumover implications

e
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MEA PROPOSAL
' FORFY 2001 & FY 2002

Thls pmposa’l covers all ﬁmsc nnprovcments'm_wagess hours or othcr {orms a0 d L

additional’ 2% senml sa
2002), vnﬁmutprc:posmg more”

?ﬁcmby h{EA-:tprcscntcd cmp}ong St m a T‘Eé ol 6 s
crenss paid fo police officers.

. ty ;

Officers 'I:,«. % two-yoar ag;rc:mcnt which repmssnta 8 mimmum 8% § mcreas& for PDIIS up to a.maxmzm 9.13% -
 incredse for POIs who have an Advenced POST Certificate.” For Liswtonzals, the minimum ncreass is 13,86%
. over two yesrs up fo & mexdrim of 16.45% for those Who have an Advanced POST Certificate. ‘Sincs

spproximately 1,230 police officers bave £ Advanced POST. C:rnficatc and enother appzo:umalcly 32

Intermadiats POST Caertificate, tha value of the i-yc&r agreenient excecds 8% for the mujority of police offic



ﬂmm&_qﬁw_f_@n (Article 28)

MEA remaing cormmtted to‘ the goai of grc_z_c{gql_ly mcreasmg the dollars avaﬂable to
mployems fof health i msum;l e coverage to an amount which y willbe sufﬁcimt to pay forthe
ost of dependent health care. Towards this end, each’ ‘annual increase in the Flcxiblc

efits Plan dollar'value must exceed the amount othe:




amatter of equity, effective July 1,2000, disabilityre
to all cmployees- ust as will be avaﬂable’ o police
employcr:_ 8 dzsabﬂzty results frqm a psychologlcal impajrment caused by & ‘'violent attack

dangcrous \iustrumeﬁtahty

e

(2) Modify Article 38, Transportation Programs
reimbursement to emplayccs for required and/or suthorized use of pe:rsanal




In. ccnnectwn wxﬂl the 1ast “mcet and confer” proccss resulﬁﬁg in thc current MOU _ _
par oral commitment to MEA mnd the employees it rcpmscnts - L

Jianage;ment made a ¢l
ts, which the Civil Servico Cormission had -

fhat certain special ‘galary - adjustren
ommandedbc made inFY, 1999, bt whch Management and/or City Council declmr:d to
{gment, would be p'l ' "::d_at the top of the piority list for consideration n FY 2001, Thi

t resulted i n Article 21 of our - current MO, which spec ﬁcaﬁ

rrently peid on the basis of & e :
entage of pay by memeﬁmduscd fo PO‘_




(2) Modx& Subsecnon a to increase Dispatt:her Tralning Pay from 70¢ per hourto
50¢ per hour. _

RE) Mgﬂ_f{ subseoﬁon f to msreasc I}ive Team Pay from n a,édmonal 5% of baé§
all

paad for cach day th
oommemml vehu_:l



(4)Add new secﬁ_on X1 &s follows:

« : the classifioations liste 1c20fthls

pdditional comg;nsangn fof CWRA or AWWA 'vqluntarv
ggrnﬁcanon in any other water of wastewatcr rslatcd dlscmhne




Team on April 28, 2000, as the final internal s{ep in & very ca_re:fui_ sorutiny of these
proposals. MEA will thereafier present its position regarding which Voluntary Certification
Pays it proposas shculdbc acldcd to Article 87 of the MOU f{:\r 1mplementamm e:ffecuve I uly

of ng OCA pay should be ¢liminated. ' The imposition of

.

e City’s ‘period o_f hu&lgcmy ‘crisis gnd mandatory

(2) MEA intends 1o submit a proposal for enhancement of the standby pay available

to eligible employees in the Police Depattment as 8 matter of eqmty between local agencies.




services identified in this Arficle shall be seventy (70¢) per hour (same as in Polics
Dcpa.rtmcnt), and both “Kerean” and “Sign” language shall be added to this Article (same
as in Pohce Department), 758 /7 &7 ,:,.,,,;’3- azc-’a" Chrnecs,

 Work Schedules (Articlez 0]

(Ha “m—opener " on all umform allowences shall ba available on or shout April 1,
 address 1 necessazy adjus

(  allowance for Commumty Service Officers
shall be increased from $600 to $700 (same as POII)

) Effective July 1,72000, _t‘ne. uniform alioy anw_c for .‘Pohcg Cmdeﬁomphancc
Oﬁccrs and Pcﬁice Code Comphaﬁce Supervisors : C ‘




N Wﬁ&a&ﬂe&g@amfﬁc}e 64)

(1) The release time avaﬂable when an amployaa isa“super-donor” shall be enlarged
_ from a meximum of two (2) huurs to & maximum of four (4) hours. _

) : 2y’ The meximum permissible hours of reicase time may be aniargcd upon & shamng
: thg,t an chamsje .ehgﬂule_ employee’s medical condition warranted additional recovery time; |

“in any event not to exceed four (4) hours fcif g rcgular dcmor and six (6) hcmxs fora “szii;:eb
donor” |

NON-ECONOMIC PROPOSALS

" "j‘_'Pcrformanec Evaluatibn written’ warnings repnmands noteof
"-qaunsaimg, or advanct: non ""cs -axlure f i :

'empioyee 8 permanent s reccrd and wbmh’may ba used as 2 basis
for subscquen ] ]

10) warklﬁé daysﬁof the cmploycc_recewmg any such document
that is to be placed in his or her file




IV.  PROPOSALS AFFECTING MEA’S HVIERESTS AS AN ORGANIZATION

A A gency Fee Agreement (N ew A.rtlcle)

SR MEA remams ﬁmﬂy comxmttc:d to th:: 1mplementanon of an agency fee agreement
. w‘nere‘by every ‘employee in the bargammg units represented by MBA is required topay - o

= his/her fair share of the costs associated with this crucial represantaﬁonal role and collectwe S

) bargammg process,

Parkade Parking Pass Discounts Far MEA S.mff (’\T ew Arﬁcle)

: :AS S matter of equity between MEA -and other Cfcy-amplayea labm' orgamzahons, _
. parking passes for the City’s “Parkade™; ﬁ&kmg stmcturc shall be avaﬁahl T MZEA’ N
_ purchase at & dlscount for uss by its staff,
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- . * CITY OF SAN DIEGO

MEMORANDUM
DATE: . Jamuary9, 2003
| TO:. Fred Pierce, President, San Diego City Employees’ Retirement System
FROM: Ed Ryan, City Auditor and Comptroller

SUBJECT: Recommendations for Change in Administration of DROP Program

As you know, the City authorized the San Diego City Employees’® Retirement System Board (Board)
to administer a DROP program almost 6 years ago. This program is in the nature of a defined
contribution program in contrast to a defined benefit program. TheBoard has set an 8% interest rate
to be paid on funds deposited in the Reserve for Member’s DROP Confributions which includes fimds
from members who are currently in the DROP program, as well as funds from retirees who are no
longer in DROP. The latter proup has been allowed to leave their money on deposit with SDCERS
and earn 8% after they have terminated from the DROP prograr. : :

The passage of time and experience of the Board suggests that changes in the administration of the
program are needed. I request that you bring for action, the following recommendations to the Board
in February, 2003: - oo

Recommendation 1.

Contract out the DROP program with a third party administrator in the manner in which the
City does with its other defined contribution programs of SPSP, 401 &) and Deferred
Compensation. Implicit in this recommendation would be that the investment market would
drive the rate of return on these monies, not a rate set by the Beard.

I make this recommendation, with no disrespect to Retirement staff, but rather to help them. These
contracted programs allow for better service. They can provide daily status of funds, tailored
investing, faster withdrawals and retums would be set at market rates. It would free up staff to focus
on the basic defined benefit program which has become very complicated.

If Recommendation 1 is ﬁot adopted by the Board, then I recommend the following:
Recommendation 2

Immediately change the 8% interest rate paid to DROP accounts for retirees who are no longer
in DROP but who have left their funds on deposit with SDCERS. I believe market rates should
be paid in good or bad years. :

It is my understanding that the Retirement Fund, and thus indirectly the City, isunder no legal
obligation to pay 8% earnings in today’s market to retivees, no longer in DROP, who choose to invest”
their DROP funds with CERS. (See attached opinion of the Board’s fiduciary Counsel). Asof
October 31, 2002, the CERS Trost Fund Had net investment losseg of over $50 million and the actuary
advised the Fund incurred an actuarial loss of $313 million for the Fiscal Year ending June 30, 2002.

AUD-TWE-208-2544
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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Fred Pierce, President, San Diego Employees’ Retirement System
January 9, 2003

Currently about 250 members who are no longer in DROP have left $38.8 million in DROP funds on |
deposit with CERS to earn 8%. At an 8% interest rate the fund is paying out over $3.1 million
annually. The amount on deposit is increasing this fiscal year by an average of §2 million a month.

The increasing balances below illustrate how fast this expense is growing.

Amounts Left On Deposit
Date by Retirees no longer in DROP Annnelized 8% Interest
June 30, 2000 $ 3,800,000 § 304,000
June 30, 2001 $ 8,100,000 $ 648,000
June 34, 2002 $ 31,000,000 $2,480,000

Nov, 30,2002 $ 38,300,000

Recommendatien 3

Review the practice of crediting DROP accounts 8% for members cuxrently in DROP. Atthe.
present time. approximately614 membexs currently in DROP have funds on deposit totaling

07 illion.:: While members are in DROP, the DROP program should be administered as
the defimed contribution program that it is, rather than a “guaranteed” defined benefit program
that it is not.

I am available to discuss this important issue at your earliest convenience,
- BEd Ryan C
City Auditor and Comptroller

ER/TAW/mp
cc:  Lawrence Grissom, Retirement Administrator, MS-840

Michael Uberuaga , City Manager, MS-9A
SDCERS Board Members
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ORDINANCE NUMBER O- (NEW SERIES)

ADOPTED ON JUN 1 B 2102

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE 4, OF
THE SAN DIEGO MUNICIPAL CODE BY AMENDING
DIVISION 14 BY AMENDING SECTIONS 24.1401, 24.1402,
24.1403, 24.1404, 24.1405, 24.1406, 24.1407, 24.1408, AND
24,1409, ALL RELATING TO THE SAN DIEGO CITY
EMPLOYEES® RETIREMENT SYSTEM
WHEREAS, the City Council has the sole authority to establish the retirement benefits
available under the System; and
WHEREAS, the Board of Administration (“Retirement Board™) for the San Diego City
Employees’ Retirement System (“System”) has the sole authority to administer the System,
determine the rights to benefits under the System and invest the System’s Trust Fund; and
WHEREAS, the Retirement Board, as the administrator of the System and its benefits, is
uniquely situated to recognize and evaluate needed modifications or clarifications of existing
benefits under the System, as set forth in the San Diego Municipal Code (“Municipal Code™);
and
WHEREAS, the Retirement Board recommends that the Deferred Retirement Option
Plan (DROP) be amended to allow DROP participants greater flexibility in how they receive
their DROP monies when they retire; and

WHEREAS, the Retirement Board recommends that, in order to offer the greatest

flexibility to DROP participants, the DROP provisions be amended to allow a DROP participant,
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' at the end of his DROP participation period, to elect to receive the monieé in his DROP account
in any of the following forms: (1) in lump sum, (2) by making periodic withdrawals in amounts
and at times that are not predetermined, or (3) as an annuity in equal amounts for the period of
the individual’s life expectancy; and

WHEREAS, the DROP provisions must be amended to be consistent with historical
practice and the expectations of the parties who participated in creati.ng DROP; and

WHEREAS, to this end, the DROP provisions must be amended to clarify that a member
entering DROP must irrevocably select his retirement option and name his beneficiary for any
survivor Beneﬁt before entering DROP; and

WHEREAS, the DROP provisions must also be amended to clarify that the amounts
credited to the member’s DROP account that are equal to his retirement benefit are determined
based upon the member’s selection of a retirement option and election of a beneficiary; and

WHEREAS, the DROP provisions must also be amended to clarify that the member’s
benefit level is frozen when the member enters DROP, based upon the member’s Final
Compensatién, age, service and retirement op‘ﬂ:on selection at the time of entering DROP; and

WHEREAS, thé DROP provisions must also be amended to clarify that UPD members
may participate in DROP and that their DROP benefits are the same as the DROP benefits for
City participants, except that they are paid for by the UPD; and

WHEREAS, the DROP provisions must also be amended to clarify that UPD participants

leaving DROP are not Health Eligible Retirees, and are not entitled to City-paid health insurance:

and
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WHEREAS, the Retirement Board’s Assistant General Counsel prepared this ordinance
to make these recommended amendments to the DRQP plan; and

WHEREAS, these perosed amendments will have no fiscal impact and will not
affect any benefits that present Members are entitled to; and

WHEREAS, it is now necessary and appropriate to amend the Municipal Code to provide
for the above-recited changes; and

WHEREAS, the sections of the Munieipal Code reflecting the above-recited changes
have been reviewed and approved by the Retirement Board; and

WHEREAS, the Retirement Board’s Assistant General Counsel provided this ordinance
to the City Attorney to review and finalize; and |

WHEREAS, the Retirement Board now recommends that the City Council approve the
amendments contained in this Ordinance; NOW,

BE IT ORDAINED, by the Council of The City of San Diego, as follows:

Section 1. That Chapter 2, Article 4, Division 14 of the San Diego Municipal Code is
hereby amended to read as follows:

~ Article 4: Cify Employees’ Retirement System
Division 14; Deferred Retirement Option Plan

§24.i401 Purpose and Duration
(a) Effective April 1, 1997, a deferred retirement option plan (DROP) is created and
offered to Members as an alternative method of benefit accrual in the Retirement
System as set forth in this Division.
(b) DROP is created to add flexibility to the Retirement System and its Members. It

provides Members who elect to participate in DROP access to a lump sum benefit
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at the time of their actual retirement, in addition to their normal monthly
retirement allowance. DROP is intended to be cost neutral.

(c} DROP was init“iaHy offered on a trial basis for a period of three years beginning
on April 1, 1997. DROP became a permanent benefit efféctive April 1, 2000.

§24.1402 Eligibility, Duration of DROP Participation, Selection of Survivor Option
and Waiver ‘

(a) Any Member who is eligible for a service retirement is eligible to participate in
DROP, except for a Safety Member who elects to accrue benefits under
Section 24.0403(g).
(b) Before a Member may participate in DROP, he or she must voluntarily and
frrevocably:
) designate a participation period of 60 consecutive months or less;
(2) elect to receive either the Maximum Benefit or one of the retirement
settlement options described in Division 6 of this Article;
(3} designate his or her Beneficiary for the continuance payable upon. his or
her death, if any;
(4) stop accruing benefits under any other Division of this Article starting on
the date the Member enters DROP;
(5 have DROP benefits credited to a DROP Participation Account as
provided in this Division,;
(6) accrue benefits under the terms of this Division starting on the date the

Member enters DROP;
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§24.1403

(a)

(b)

(7)  receive benefits from the Retirement System when. the Member leaves
City or Port District employment, as provided in the relevant sections of
this Article;

{(8) agree to leave City of Port Distlrict employment on or before the end of the
Member’s designated DROP participation period; and

(9) waive his or her right to assert a claim or bring an action against the City,

~ the Port District or the Retirement System based upon age discrimination
or any other employment discrimination law arising out of the Member’s
participation in DROP or the requirement that he or she leave employment
at the end of his or her DROP period.

Termination of DROP Participation

A Member who is participating in DROP may leave DROP at any time before the

en& of his or her designated DROP participation period by voluntarily leaving

City or Port District employment.

The Retirement System will terminate the Member’s participation in DROP when

any of the following events occurs:

(1)  the Member’s designated DROP participation period ends;

(2) the Member’s City or Port District employment is terminated er cause;
but, if the termination for cause is revaifsed, the Member’s participation
will be reinstated for the remainder of the Member’s designated DROP
participation period, less any benefits previously distributed from the

Member’s DROP account;
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(3)  the Member dies; or
{(4) the Retirement Board grants the Member a disability retirefnent.
§24.1404 DROP Benefits and Participation Accounts
(a) A DROP Participation Account is a “nominal” account established within the
Retirement Sys%em on behalf of each DROP participant. All benefits accrued by a
Member under this Division are accounted for in the Member’s DROP
Participation Account. A DROP participant does not havea claim on the assets of
the Retirement System with respect to his or her DROP Participation Account, ﬁor
will the System set aside any assets for any DROP participant that are separate
from other System assets.
(b} All amounts credited to a M_ember’s DROP Participation Account are fully
vested.
(©) A Member’s DROP Participation Account will be credited with:
(1) An amount, credited monthly, which is calculated in the same manner as
an Unmodified Service Retirement Allowance using the Member’s age,
Creditable Service, Final Compensation and selected retirement option, in
effect on the date the Member enters DROP, as well as the retirement
benefit levels in place on that date. This' amount will increase each year by
a cost of living adjustment (COLA), as described in Division 15 of this

Article,
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§24.1405

(a)

(b

@

)

(4)

(5)

An amount, credited annually, representing the annual supplemental
benefit described in Division 15 of this Article, based upon the Member’s
Creditable Service on the day before the Member entered DROP.

An amount equai to 3.05% of the Member’s Base Compensation, credited
bi—weekly. at the end of each pay period, which is paid by the City or the
Port District. |

An amount equal to 3.05% of the Member’s Base Compensation, credited
bi-weekly at the end of each pay period. This amount will be deducted
from the Member’s salary on a pre-tax basis pursuant to Internal Revenue
Code section 414(h)2).

Interest on the above amounts, as defermined by the Board through rules
and regulations adopted under Division 9 of this Article. These rules and |
regulations will have the same folrce and effect as a duly adopted

ordinance.

Additional DROP Provisions

_ The Member and the City or Port District will stop making employer and

employee contributions for the Member on the day the Member enters DROP.

A Member who becomes disabled while participating in DROP is eligible to

apply for disability retirement benefits. If the Member’s application for disability

retirement benefits is approved by the Board:
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(c)

(d)

(1) the Member’s disability retirement benefit will be calculated using the
Member’s age, Creditable Service, and Final Compensation in effect fhe
day the Member entergd DROP,; and

(2) the Member will be eligible to receive all amounts in his or her DROP

Participation Account, as provided in Section 24.1407.

1f a Member dies while participating in DROP, his or her Beneficiary or

Beneficiaries will receive:

(1) All a.mounts. in the Member’s DROP Participaﬁon Account.

(2) The retiree death benefit.

3) If the Beneficiary is eligible to receive an industrial death benefit, thé
Beneficiary may elect to receive this benefit in place of any survivor
continuance otherwise payabie. under this Division. The benefit will be
calculated using the Member’s age, Creditable Service and Final
Compensation in effect on the day the Member entered DROP.,

(4) If the Member’'s Beneficiary is ineligible for an industrial death benefit,
and the Member designated a Beneficiary to receive a continuance before
entering DROP, the Member’s Beneficiary wiﬁ receive the survivor
continuance elected by the Member.

A City employee Member who elects to participate in DROP will qualify as a

Health Eligible Retiree énd be eligible to receive Post Retirement Health Benefits

under Division 12 when the Member leaves DROP and retires.
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(e)

§24.1406

(a)

(b)

(©)

§24.1407

(2)

rprd”
—

No beneficiary designation made under this Section may abrogate the Member’s

commuinity property obligations under applicable California law.

Designation of Beneficiary

Before entefing DROP, the Member must designate a Beneficiary for his or her

DROP Participation Account. This designation will apply to all distributions

made from the Member’s DROP Participation Account. The Mefnber may change

this Beneficiary designation at any time before the amounts in his or her DROP |

Participation Account are fully distributed.

If the Member’s DROP Participation Account Beneficiary Idies before the

Member does, and the Member then dies before designating a new Beneficiary, all

amounts in the Member’s DROP Participation Account will be distributed to the

Member’s estate.

No Bensﬁciary designation made under this Section may abrogate the Member’s

comfnunity property obligations under applicable California law.

Payment of Bleneﬁts

When a Member simultaneously leaves DROP and leaves City or Port District

employment:

(1) the Member will begin receiving his or her monthly retirement allowance,
as determined under this Division; and

(2)  the Member will begin receiving the annual supplemental benefit in

accordance with Division 15, to the extent the Member is eligible, based
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(b)

(c)

&)

upon the Member’s Creditable Service on the day he or she entered
DROP.
the Member will be entitled to receive the amounts credited to his or her

DROP Participation Account as of the day the Member left DROP.

A Member may receive the amounts in his or her DROP Participation Account in

any of the following benefit forms:

(D

2

(3)

a single lump sum distribution of all amounts credited to the Member’s

DROP Participation Account,

~ equal monthly payments over 240 months starting with the date the

Member leaves DROP and retires, or
any other benefit form approved by the Board, subject to applicable

provisions of the Internal Revenue Code.

The following rules govern the payment of benefits under this Division:

(D

(2)

No COLA, Annual Supplemental Benefit or later similar adjustment will
be made with respect to any bene_ﬁt payable under subsection {b).

Each form of benefit paid must be the Actuarial Equivalent of the amount
credited to the Member’é DROP Participation Account at the end of his or
her DROP participation period. Where appropriate, the Annuity will be

calculated using the Member’s age and, if the Member elected a joint and

“survivor option, the age of the Beneficiary at the end of the DROP

participation period.
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Each form of benefit paid must equal th»_s amount credited to fhe Member’s
DROP Participation Account, including interest credited to that account
after the Member retires. If amounts remain credited to the Member’s
DROP Participation Account after the Member’s death, the System will
pajr the remaining almounts to the Member’s Beneficiary in the form
selected by the Memﬁer before his or her death. If the Member did not
select a form, the Beneficiary may elect to be paid under any of the benefit

forms provided in subsection (b).

(d) The Retirement System will credit the DROP Participation Accounts of retired

Members as follows:

(1

(2)

If a Member or Beneficiary receives a benefit in a form other than a single

hump ‘sum distribution of the entire DROP Participation Account, the value.

of his or her DROP P.articipation Account will be credited with interest

quarterly and reduce& by the amount of distributions.

The interest rate credited to &e DROP Participation Account under

subsection (d)(1) may not exceed the higher of the following:

(A) 5%,or

(B)  the interest rate the Board is using to credit DROP Participation
Accounts on the date the Member is first eligible to recetve

distributions from his or her DROP Participation Account.
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§24.1408

(a)

(b)

o

Compliance with Applicable Previsions of the Internal Revenue Code

DROP is not intended to jeopardize the tax-qualified status of the Retirement

System under the rules and regulations of the Internal Revenue Service. The

Board has the authority under Division 9 of this Article to adopt rules and

regulations to assure that DROP complies with applicable Federal laws and

regulations. The Board’s rules and regulations will have the same force and effect
as a duly enacted ordinance.

Despite any other provision in this Article, benefits provided under this Division

are subject to the requirements of the Internal Revenue Code and regulations

issued thereunder for the Retirement System to remain a tax qualified retiremen{
plan, including the following:

(D The limitatiohs of Section 415 of the Code relating to the amount of
benefits that can be paid. In this regard, the interest rate that will be used
for testing benefits under the limits of Section 415 and DROP benefits will
be the greater of the following:

(A 5%, o0r

(B)  the interest rate the Board is using to credit DROP Participation
Accoun’cs on the date the Member is first eligible to receive
distributions from his or her DROP Participation Account.

(2} The limitations of Section 401(a)(17) of the Code relating to the amount of

compensation that can be taken into account for benefit acerual.
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(3) The iimitatioﬁs of Section 401(a)(9) relating to the time that benefit
payments must begin.
(4)  The rules of Section 401(a)(31) relating to the rollover of benefits.
(5) The Iimiﬁations of Section 401(a)(25) relating to “definitely determinable”
benefits,
§24.1409 Emp[oymént Status during DROP Participation
Except as provided in this Division; a Member who elects to participate in DROP has all

of the rights, privileges and benefits, and is subject to all other terms and conditions of

active employment, including the City Flexible Benefits Plan.

APPROVED: CASEY GWINN, City Attorney

$ Mochao TP

zchM1vo

Deputy City Attorney

RSP:MR:sn:ms

05/21/02

05/30/02 Corrected Copy
Or.Dept: Retirement
0-2002-140
Form=o&t.frm
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February 8, 2003

Councilmember Jim Madaffer
Seventh District

City Administration Building
202 C Street, MS 10A

San Diego, CA 92101

Dear Councilmember Madaffer:

First, I would like to thank you for supporting the payinent of the 13%* check to eligible City retirees last year,
The check meant a lot to many retirees, Tam hoping that you will again help us by protecting our contingent
benefits.

On February 12, 2003, the Rules Committee will be reviewing a report from the San Diego City Employees’
Retirsment System that responds to questions from the Mayor’s Biue Ribbon Committee on City Finances.
The questions were related to the City’s funding of its pension and health insurance obligations for retired
City employees. Altemative methods for various levels of funding are provided in the report When this

. matter comes you, please support an alternative that would provide permanent funding for the 13% check,
Corbett settlement, and Supplemental COLA, and protect the retiree bealth benefit. Currently payment of
these benefits is dependent on the Surplus Undistributed Earnings of the Trust Fund.

I realize that sometimes the best alternative is not possible, If payment of contingent retiree benefits must
comtinue to rely on Swplus Undistributed Earnings, I ask that you consider the following:

Crediting af DROP Interest

Due to the hierarchy set forth in SDMC 24.1502 for distribution of Surplus Undistributed Earnings, interest
is credited to all Member accounts prior to an amount sufficient {o pay the Retiree FHeaith Benefit, the i3®
check, the Corbett settiement and the crediting of interest to the Supplemental COLA reserve. It hasbsen
assumed that all DROP participation accounts are Member accounts and as such must be credited annually
with interest as determined by the Board. This interest rate has traditionally been the 8% assumed interest
rate of the find.

Monies do not have to be withdrawn from DROF accounts at the time of termination from City empioyment
and ¢an be eft on account almost indefinitely. Monies left on account are drawing 8% interest during a
down economy when passbook earnings are in the 2-3% range. Last year funds were transferred from the
Employer Coniribution Reserve to credit this interest because there wers insufficient Surplus Undistributed
Earings, No Surpius Undistributed Earnings will be available this year, This could be an ongoing trend.
{The Corbett settlement payments are not anticipated to be paid for three to four years because of market
conditions.) It is a logical assumption that when the economy improves refires participants witl withdraw
their DROP monies o fund more lucrative investments, as they did several years ago when investments were
garning double-digit returns. If this ocouwrs, the System wiil not be given the opporfunity to make itself whole
by capturing the higher earnings necessary to offset the high interest credited to accounts during the down
market.

I argue that the elements of SDMC 24.1404 (DROP Benefits and Participation Accounts) relating to interest
crediting apply to the DROP accounts of active emploved Members only, not retired DROP participants. At
the time a DROP participant terminates employment with the City, he or she is ne Jonger 2 Member of the
System. The participant becomes a retiree and at that moment has access to all monies in his or her DROP
account. As a retiree, the participant can roll the hump sum amount of the DROP participation account into
any qualified investment vehicle of chioice without tax consequences.

AUD-TWE-206-0920
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Because of the high interest rate credited to DROP accounts, a greater percentage of retiree DROP
participants are leaving menies on account with the System. This trend could eliminate any funds available
to pay the 13® check and the Corbett setlement for many years to come and weaken the Jevel of benefit
provided under the Retiree Health Benefit. Every doltar credited to a DROP participant account is one less
doltar available to pay contingent retiree benefits. :

The June 30, 2002, Actuarial Valuation refiects 522 employses in DROP with an annual DROP retirement
allowance of $50,852. I a DROP participant remains in the program for 5 years earning 8% per year, the
participant would have a tump sur of $311,615 at the time of retirement, Additionally, the participant would
receive an anmual base pension of $50,892 plus adjustments for inflation. If the participant left the monies on
account earning 8% for an additional 5 years after terminating employment, he or she would have a lump

" gum of $464,258. Of that amount $35,580 would be the interest accrued during the last year, This interest is
more than twice the average annual retirement allowance of a General Member retiree.

The Actuarial Vahation further reflects that 25% of all Safety members are eligible to enter DROP withina

3 yearperiod.. 211 or 7.6% are eligible now, and 482 or 17.4% by the end of the 5 year peried. The average
salary of these Safety members is $71,290. Additionally, 15.7% of all General Members are eligible to enter
DROP within a 5 year period: 328 or 4.3% now, and 872 or 11.4% by the end of the 5 year period. The -
average salary of these General Members is $55,818.67. (The underlying cafculations for these figures can be
provided for your reference.) :

Approximately 18.2% of all active member are eligible to enter DROP within the next 5 years. Even if 75%
10.80% of those who are eligivle enter DROP, the amount of interest credited to the DROP accounts wili be
huge. SDMC 12.1401(b) states that when DROP was created the program was intended t0 be cost nentrals Ig
thig still the case?

The August 2002 pension payroll reflected that of 5,343 retirees, 334 received less than $350 per month, 804
received between $350 and $499, and 1,094 received between $500 and $999. The average annual General
Mermmber retirement allowance as of June 30, 2002, was $16,400, These are just some of the retired
employeas who are at risk of losing their contingent retiree benefits because of the escalating amounts
necessary to credit DROP participant accounts. .

I respectfully request that Council find a permanent funding source for our contingent retiree benefits. [f this
is not possible, please consider changing the rate of interest credited to retiree DROP accounts iegft on
account with the System to be either aj the actual rate of return on System assels not to exceed the assumed
interest rate of the fund, or b) some type of rate tied to the average interest on long term certificates of

_ deposit. ] offer this request even though it will affect our family personally. My husband is a retiree DROP
participant who has money on account with the System. However, we feel it is not equitable If. benefits that
are life-sustaining to retirees earning an average of 816,400 annually are left unfunded because of interest
paid on the accounts of active Member/vetiree DROP participants. Please remember and support older,
loyal retired employees of the City of San Diego.

Retiree Health Benefit

The retiree health benefit is one of the most important benefits that retirees receive, It was originally created
in 1982 when the City withdrew from Social Security. R-255320, adopted November 2, 1981, stated “the
City of San Diego has given notice to the State of California of its infention to withdraw from the Social
Security System” and “it is further intended as an in-lieu benefit to amend the Retirement System for future
retirees to provide medical insurance on the same basis as is provided to City emplayees.” O-15738 (New
Series), adopted on June 1, 1982, states that “certain benefits shall be provided to employees in liew of Secial
Security participation and “it was the intent to provide such coverage as a permanent benefit for eligible
retiress.” The City has nat reentered the Social Security System. The benefit is still permanent.

AUD-TWE-206-0021
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004



1 have copies of these and subsequent documents that define City-paid health insurance as a permanent
benefit. ] am happy to provide you copies of these documents if you wish fo review them.

Without the Retiree Health Benefit many members would not be enrolled in a bealth plan due to the high cost
of insuranice. It is anticipated that we will not receive the 13% check and Corbett settlement for several years
due to economic conditions. Please protect the retiree health benefit by funding it as fully as possible,

Conversion of Annuat Leave to Craditable Service in the Retirement Svstem

0-19126 (0-2003-74) amends the SDMC to reflect the recently negotiated benefits for Local 145, The
ordinance states that the conversion of Annual Leave to Creditable Service in the Retirement System, or the
use of Annual Leave to extend the Member’s DROP participation period, may result in an increase to the
Retirement System’s unfunded Liability and a corresponding increase to the City’s contribution rate over and
above the scheduled rates in the Manager’s Proposal IL On page 4 of the Ordinance, it states that “fhese
increases may occur because the City will not be transferring to the Retirement System the cash equivalent of
the Annual Leave underlying the conversion to Creditable Service or the extension of the period of DROP
participation in these Annual Leave conversion transactions.”

This is an item of great concern as it relates to the lowering the funded ratio of the Trust. If no money will be
deposited into the System for the purchase of creditable service using Annual Leave conversior, how isthe
System made whole? Creditable service purchased in this manner does not appear to meet the requirements
of Charter Section 141 which clearly defines service as time “for which payment has been made.” Itis
interesting to note that if service purchased in this manner is used for eligibility to enter DROP, the
Member's DROP account will be credited with 8% interest on that portion of the retirement allowance
generated by Annual Leave conversion for which the System has received no money. Additionally, with the
newly negotiated removal of the prohibition to use the five-year purchase of service credit toward the 10
years necessary to vest, Fire Safety Members can also use anaual leave conversion {for which no money was
placed in the System) to purchase a service or non-industrial retirement benefit. Do any other public
retirement systems use this method of financing a benefit?

Thank you for taking the time to read my letter, If you have any questions regarding the issues reflected
above, please contact me at (858) 270-3364.

Sincerely,
Judith Folsom

4551 Ariane Way
San Diego, CA 92117

AUD-TWE-206-0922
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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MEMORANDUM SR . L0
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Date: December 30, 2003 @ e
To: Honorable Mayor 2nd Council
From: Michael T. Uberuags, City Manager
Subject: Facts Related to the City’s Retirement Benefits/Deferred Retirement Optidn Plan

Attached is 2 brief summary of the City’s Retirement benefits, particularly the Deferred
Retirement Option Plan (DROP) for your information. We have provided some examples of
how DROP works, and how DROP has saved costs to the City.

Also attached is information related to the retirement benefits of other public jurisdictions in the
County and in the State.

If you have any questions about fhis information, please contact Cathy Lexin, Human Resources
Director, at 236-5951 or cell phone 080-4208.
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City of San Diego Employees Retirement Systemeeneﬁts 12/30/03

1

1L

Iv.

'{‘}w..,} j/:

Type of Plan: San Dlego has a deﬁned benefit retirement plan which requn-es 10 years of
service to receive a benefit. The benefit is based uporn a formula that multiplies
"(Years of Service) x (a set %) x (highest one year salary) See below:

Benefits:

General Members Safetv Members

10 years at age 62 or 10 years at age 55 ot
20 years at age 55 20 years at age 50

x 2.5% x Salary = Benefit - x 3.0% x Salary = Benefit
Funding: The System is funded by contributions from the City, contributions from

employees, and from earmngs on the investment of these qontrlbutlons

o
e et W Boed acktd

Average Benefit of ali Retlrees 55,467#)* A:veraze Beneﬁt FYO03 Retireeg (4704)*
L’-) [Nava »,.r&-; 85 ’(ﬂ ety “}f g

General Members  $19,613 (3, 223) $43,399 (332)

Safety Members $36,410 (2,244) $62,011 (138)

Total Members - §26,508 (5,467) $48,864 (470)

* Based upon 6/3 0/03 preliminary Actuarial Valuation.

V.

s
Comparison to othe:r Comparable Public Jurisdictions: The City of San Diego’s
retirement formulae : are typical of other comparable public jurisdictions. Attached are
charts comparing #he City of San Diego with San Diego County, the Port of San Diego,
the other Cities within San Diego County and the 10 largest cities in California,

Deferred Retirement Cption Plan (DROP)

VL

Origin: On March 4, 1997, (0-18385) the City Council unanimously adopted the DROP
plan to become effective April 1, 1997, as a three year trial program. Up until April 1,
2000, City could have determined not to continue DROP, after meeting and conferring,
if it was determined not to be cost effective for the City. Afier reviewing data prepared
by the SDCERS actuary in the spring of 2000, the City concluded that DROP- hadvamst
* _neutralimpactig the Ciry. DROP became a permanent feature of SDCERS b beneﬁts |
o effective April 1, 2000. > S f; d v w}” . u:i Byt 5 M»::W{ :

tﬁ‘:’

The Port of San Diego, Ihrough its agreement with SDCERS chose to offer DROP

to its employees in 1997 as well, under the same terms as City employees. Staff 18 aware

- of at least eleven other public jurisdictions who offer DROP plans.
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VIIL

- VIIL

What is DROP: DROP is an alternative by which employees can elect to accrue their
already-earned service retirement benefit. Once an employee becomes eligible fora
service retirement (see above), an employee may enter DROP. Upon entering DROP, the
employee is treated as if retired; their benefit is set and frozen (e.g. age 55 with 20 years
of service at 2.5%/year, and a salary of $50,000 = $25,000/year).

During DROP, the City ceases to make contributions since the employee’s benefit is
frozen and the employee is considered retired by CERS. Instead, the City and the
employee each contribute 3.05% of salary into the DROP account. In FY04, the City’s

pays 3.05% for DROP members rather than 13.43%.

In addition, City stops making the

“pickup” of employee contributions, saving between 7% and 10% (general member or
safety). The total savings to the City in FY04 from not making these payments is

milli

estimated fo be'$8:3million. InFY0S, the totel savings to the City s estimaited to be §9.4
. These DEOP accounts are only nominal accounts, held by CERS and invested

along with all CERS assets until such time 2s the employee actually retires and electsto -

take & distribution, subject to applicable tax rules., DROP accounts accrue interest

Wy T PRC e grph iz

established by CERS.

ek,

¥

A ""f,ﬁ%:“\,,, Ve e
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Comparison of Benefifs with and without DROP: Prior'to impfementing the DROP plan,
this same employee (described in VII above) Wa&g.lgeadyﬂ@ntiﬂﬁdnto)mtiren.at.5f5, and .

receive this $25,000/vear benefit. Prior to DROF, this employee could have increased
his/her benefit by adding 5 years of service and counting salary increases toward the
formula. (E.g. 25 years x 2.5% x $56,275 using +3%/year = $37,172/year). Under either
scenario, with or without DROP plan, the City would be paying the salary (either to this

employee or a replacement employes).

EXAMPLES (using FY04 Contributions Rates):

FEmplovee’s Benefit

General Member X with 20 years
Retires at age 55 earning $48,077%/year

Receives Retirement Benefit of $24,038
; ﬂkﬂ*ﬁf'\;:':g" oy i S

Same Generalﬁ\/iember X with 20 years

DROPs at age] 35 earning $48,077/year.

§24,038/vear'acorues for up to 5 years

Because employee by IRS rule cannot take

receipt of DROP funds, CERS adds 8% interest

Five years later, employee actually retirees, 3
-

o

City’s Cost

A replacement employee is hired at
§48,077 salary

Plus City peys 13.43% of salary
toward retirement = $6,457 + any
increases based on salary or rate
Plus City “picks up” first 7% of
employee’s contribution = §3,365

Salary & Retirement = $57,899

Same employee continues to eamn

- $48,077/year

City pays 3.05% of szlary to
DROP account = §1,466/year

Salary and DROP = §49,543



DROP funds accrued become available and

employee continues with same level of benefit

with no additional credit for last five years of

service, nor for higher salary calculation. ;W; > %}Q 2 %
S gy T st

iy (e L8 sy T e T

Same General Member X with 20 years City pays $48,077 plus any increases
opts to work another 5 years and not DROP City contributes 13.43% of salary
Retires at age 60 with 25 year of service to CERS or $6,457/year + any

: increases based on salary or rate
Assume 3% salary increase per year = $54,111 Plus City “picks up” first 7% of
employee contribution = $3,363

'Recei\}es Retirement Benefit of $33,819 Salary and Retirement = $57,899

* §48,077 = current average salary of a general member per 6/30/03 preliminary actuarial
valuation

Numbers of Emplovees Parﬁcinaﬁng in DROP (as of 6/30/03 preliminary actuarial
valuation):

Average DROP Allowance Total for Category

General Members 347 $42,679 $14,809,595
Lifeguards 2 $52,783 . $ 105,565
Police 209 $62,180 $12.995,578
Fire 174 $66340 $11,543,187
Total 732" §53,899 $39,453,925%*

*% Because these employees have frozen their benefit, the City did not pay the 13.43%
CERS contribution, but only 3.05% per the DROP plan, resulting in 2 savings to the
budget in FY03 of approximately $5.5 million. The City also saves from the annual
budget, its “pick up” of employee contzributions ranging from 7% to 10% of salary,

Retirement BenefitsVest at tirne of hire/enroliment in CERS: Generally, retirement
benefits are vested and protected by the contract clause of the Constitution (Kern v. City
of Long Beach 26 Cal.2d 848, 852-853 (1 947) at the time the employee is hired and

entered into the System. DROP isa feature the City’s defined benefit plan. The City
Council could chose to close the current Eﬁs pi,az? entirely, modify it for new hires,
modify or eliminate DROP feature only 10 ’w/ hires; all subject to meet and confer

requirements.. \
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Valuation
Date

12/3 /86
12731727
12/21/88
6/30/89
6/30/90

6/30/91%%
6/30/92
6/30/93
6/30/94°
6/30/95

- sr30/m8"

6/30/96
1301562

6/30/97

6/30/97' 2

6/30/9%
6/30/98¢
6/30/99
8/30/00°
6/30/01

&/30/G2
&/30/07

10/03/02°

P.gisp

San Diego County Employess' Retirement Assogidtion

B

Funding Progress Indicstors - Histaric Compairison

Valuation

_Assats

% 619,951
734,851
812,527
853,852
941,482

1,124 418
1,274,729
1,438,093
1,647,310
2,086,777

2,172,850
2.370,519
2,370,519
2,688,098
2,688,098

2,990,733
2,834,571
3,211,872
3,568,671
1,745,600

3,831,334
3,831.3%4
4,278,240

{% in Thousands)

Contnuation Indicators

Unfunded
Actuarial - Actuarial

Accrued Funded Accrued Member Ratio to

~ Liability Ratio Liabsility Payroll Payral]

$1.073,488 57.8% $453,537 §297,152 152.6%
1,088,159 67.5 353,308 | 340,499 103.8
1,175,599 69.1 363,072 165,651 59.3
1,327,127 64.3 473,276 391,329 120.9
1,447,574 65.0 506,092 444,341 113.8
1,588,504 70.8 464 176 494,285 93.0
1,748,589 72.9 473,860 525431 90,3
1,891,844 76.0 453,751 533,124 281
2,006,689 57.0 59,379 535,981 11,1
2,148,606 §7.1 61,829 550,737 11.2
2,148,608 . iol.1 {24,284) 550,737 (4.4)
2,275,887 104.2 - (94,531) 561,692 (16.8)
2,340,663 161.3 {28,856) 561,692 (5.3)
2,505,271 107.3 (182,827) 581,453 (31.4)
2,487,917 108,0 (200,181) 581,453 (34.4)
2,644.516 113.1 {345,817 599,847 (57.7)
2,677,592 105.8 (156,978) 599,847 (26.2)
2,990,111 107.4 (221,761) 642,780 (34.5)
1,248,822 109.8 (319,849) 672,477 (47.6)
3,506,828 106.8 (238,772) 731,130 (32.7)
3,863,108 94.2 31,774 810,389 3.8
5,078,067 75.4 1,246,732 810,385 153.9
5,183,340 82.5 905,100 - B18,704 110.6

Ai—‘tcr change in cconomic assinmptions.

Aft er change in astuarial assumptions.

Af’ter mciucimg; the Reserve for Future Deficiencies it the assets alloeated for funding.
Aﬁe‘* phange in asset valuation method,

“h

z/e shed

fier Fension Obligation Bond

eflects supplemental benefit reserve transfer of 156.2 million and essunmption incresses totalling 32.7 millisn.
7 Reflects bemefit increases, assutned earlicr retirenene, $117.2 miliion suppiemental benefit reserve tm-nsfar and
cnarzge in amortization period to 10 years

® Reflecte $350 Million Pension Obligation Bond, ﬁi ~year groortization and two Beserves newly exciuded fom
2558t
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History of Funded Ratios

6/30/80 to 6/30/03
Valuation Funded Valuation Funcded
Dare Ratio Date Rafig
6/30/20 72.7% 6/30/52 95.2%
&/30/81 72.5% &/30/93 96.5%
&/30/82 75,6% 6/30/94 84.2%
6/30/R3 78.7% ¢ £/30/95 82.7%
6/30/84 £1.8% 6/30/96 51.4%
6/20/85 86.6% - 6/36/87 93.3%
©OB/30/86 90.1% 8/30/98 - 83.6%
6/30/87 85.8% 6/30/55 §3.2%
6/30/88 05.8% &/30/00 105.0%
£/30/88 94.8% 6/30/00% - 97.3%
£/30/90 G5.1% &/30/01 - BD.9%
&/30/91 54.6% &/36/02 77.3%

*Raflects Carbett non-cantingens beneflt indregses
Bouree: San Diego City Employres! Retirement System Annual Actoaris! Valustjon

SDCERS Frnd and Other Public Employee Retirement System Funds in Califarnia

Based on a recent survey conducted by SDCERS staff, of twenty-one comparable
pension systems in California, all but one reported a decling in thelr funded ratio in Fiscal
Year 2002, (Four systems did not report 2002 results, since their fiscal vears ended on
December 31, 2002), 'Funded ratios were alsa down in 2001, with sixteen systems
reporting declining ratios; four reporting increases, and one not responding, Ten of the
systems surveyed indicated thatthey had previously issued Pension Obligation Bonds
(POBs) and five indicated they are considering issuing PORs in the fuhure,

Almest all of the funds surveyed reported negative investment refums in 2001 znd 2002,
with 18 of 20 respondants reporting negatlve returns in 2001 and 15 of 18 respondents
reporting negative retums in 2002, All of the systerns reported using smoothing
techniques in dsveloping the setuarial value of sysiem assets, with maost using a 3-ysar
smocthing period, which is the method used by SDCERS.!

Approximately one-half (9 out of 21) of the survey respondents indicated that their
system pays for retires health benefits, with four indicating that they setuarially fund the
requirement, and the remaining five indicating a pay-2s-you-go approach, :

| Asszt smoathing Is used to estimare the current year's markel value of plan 2ssets, by celeulating the
sverage percentage differsnee petwaen book valug end markes valve of nian rszeis 3

pian mszels over the oreceding fivs
yE2r period and applying 1het 120107 (o the currant yeas's book velue of plan 2ssars,

1
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SAN DIEGO CITY
EMPLOYEES' RETIREMENT SYSTEM

EXECUTIVE SUMMARY

Tune 30, 2003 Actuarial Valuation

December 18, 2003

Gabriel, Roeder, Smith & Company



_ GABRIEL, ROEDER, SMITH & COMPANY
" Consultants & Actuaries

9171 Towne Centra Drive « Sulte 440 ¢ San Diego, Celifornia 82122 « B58-535-1300 ¢ FAX B58-535.1415

December 18, 2003

Retirement Board

san Diego City Employees' Retirement System
401 "B Streat, Suite 400

San Diago, CA 92101

Dear Members of the Board: _

Submitted in this report are results of the regular Annual Actuarial Valuation as of June 30, 2003 of the
San Diego City Employees' Retirement System. The vaiuation is intended fo provide & measure of the
funding status of the retirement system and actuarially computed contribution rates,  These rates are
higher than rates specified by the Manager's Proposal [l Part of Manager's Proposal Il is to use actuarial
assumptions used in the 2002 vaiuation.

4

Beginning of Year
Contributions June 30, 2003 June 30, 2002
General Members 21.24% - 15.50%
Safety Members 41.44% 32.55%
Weighted City Total 27.84% 21.13%

The membar statistical data on which the valuation was based was furnished by the Retirement Office,
together with pertinent data on financial operations. Data was reviewed for reasonableness, but was not
audited by the actuary. '
Valuation results indicate that there was a large experience loss of $312.3 million. This loss represents
9.9% of actuarial acerued liabilities as of the previous valuation date of June 30, 2002, Losses were
primarily due to lower invesiment returns than anticipated.

" The cooperation of the Retirement Office in furnishing materials requested for this valhation is deeply
acknowledged with appreciation.

Respectfully submitted,
GABRIEL, ROEDER, SMITH & COMPANY

Rick A, Roeder, E.A, E.8.A., MAAA,

PRELIMINARY



San Diego City Employess' Retirement System
Computed City Gontribution Rates

(Expressed as Percents of Active Payrotl)

June 30, 2003

GENERAL
General Contributions June 30, 2003 June 30, 2002

Based ¢n Weighted Weighted

Valuation of General | Leaislative Totals Gensral | Legislative Totals

Normal Cost ™ 9.76% 18.32% 8.78% 9.26% 21.01% _ 9.28%

Amortization Payment * 12.21% 48 18% 12.28% 6.75% 43,01% 8.83%
SUBTOTAL : 21.897% £7.50% 22.07% 18.01% £84,02% 16.11%
Adjusted for payment 21.14% . 64.895% 21.24% 15.41% 1 81.61% 15.80%

at beginning of year

SAFETY
Safety Contributions June 30, 2003 June 30, 2002
Based on Weighted Weighted
Valuztion of Totais Totals

Normai Cost * 17.70% 17.80%
Amortization Payment * ' 25.37% _ 16.23%
SUBTOTAL 43.07% 33.83%
Adjusted for payment 41,44% 32.55%
.zt beginning of year

For Safety members, the 2003, beginning-of-year coniribution rates are 41.14% for
Police, 42.31% for Fire and 40.38% for Lifeguards.

* Rates assume {hat contributions are made uniformly during the plan year.

PRELIMINARY
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Fiscal
Year

83-84
84-88
95-88
£6-97
g7-98
o7-08

98-99
g8-00
00-01
01-02
01-02°

02-03
03-04
04-05
04-C5

Percent-of-Percentage

Contribution

San Diego City Employees' Retirement System

Computad City Contributions - Historic Comparisen

Expressed as Percents of Pavroll’

Valuation General Safety  Weighted
Date Members Members Total
6/30/92? 2.08% - 11.37% 5.67%
6/30/863° 3.15%  14.18% 7.38%
6/30/94* 4.34%  15.42% 8.60%
8/30/95 5.28%  18.42% 0.55%
6/30/08 A81%  15.20% 8.71%
B/30/88° 7.35%  18.74%  10.87%
8130187 752%  18.46%  10.86%
6/30/98* 7.87%  17.75% - 11,48%
6/30/88 8.06%  18.05%  11.96%
6/30/00 £.65%  13.30% 8.35%
8130100 8.62%  19.83%  12.58%
6/30/01 11.03%  24.48%  15.50%
6/30/02 15.50%  32.56%  21.13%
6/30/03 20.10%  41.44%  27.18%
6/30/037 21.24%  41.44%  27.94%

Welghted Average Rate for All Groups

Valuation
Fayroil

$313,176,024
$320,623,685
$338,440,247
$350,583,835
$365,088,750
$365,088,750

$382,715,084
$396,035,084
$424,515,668
$448 501,827
$448,501,827

$481,863,318
$535,156,545
$533,595,407
$533,585,407

30.00%
25.00%

20.00%

15.00%

10,00%
5.00% -~

0.00%

Fiscal Year

93.04 94.95 35-96 96.97 §7-88 $6-8% 95-00 0C-01 0%02 02-03 G304 04-08

' mates shown are adjusted for paymant at the beginning of the year and exciude negotiated "plck ups”

! Reflects change In benefits for cerain member groups

* Reflacts changes in member contribution retas for certain member groups, early retirement incentive

program activity, and methodology with regard to member refunds and employer pickug

 * Refiects revised sctuarial and economic assumplicns

* After Manager's Proposal

* Reflects non-contingent benefitincreases

¥ Includes change in benefits for General Members

PRELIMINARY



San Diege City Employees' Retirement Systam
June 30, 2003

Elements of Normal Cost

(Expressed as Percents of Active Payroll)

General Safsty Total
Service Retirement ' 15.83% 23.64% 18.41%
Vested Deferred Retirament 1.58% 0.54% 1.22%
Death-in-Service | 027%  057%  037%
Disability : 2.21% 5.59% 3.33%
Coritribution Refunds 0.45% 0.22% 0.37%
Total Normal Costs 20.32% 30.56% 23.70%
Employee bontributions 10.54%. 12.86% 11.28%
Normal Costs 9.78% 17.70% 12.42%

(Mid-vear contributions assurned for this illustration)

NOTES: In this presentation, Disability costs could be viewed as “overstated” and Service Retirement
costs correspondingly “understated” since ALL costs for accrued benefit service are inciuded and
encompass those eligible tc service retire at dale of disabilfity grant. '

PRELIMINARY



San Diego City Employees' Retirement System

Developmeant of Actuarial Value of Assets

 Year Ending June 30, 2003

1. Market value as a percentage
ofbook value of assets:

June 30, 2003
June 30, 2002
June 30, 2001
Tune 30, 2000
June 30, 1999

oo o

2. Average Percentage for most
recent 5-year period

3. Current net book value of assets

4. Preliminary actuarial value .
of assets: (2)*(3)

5. Actuarial value of assets:
item (4) adjusted to be
within 20% of market value

Valuation assets, for purpeses of cost development, were aliocated among groups in accerdance with

(Concluded)

(a)

Net Market Value

$2,463,926,769
2,326,417315
2,433,217,521
2,514,858,618
2,196,756,520

(b)

Net Book Value

§2,332,055,458
2,348,350,495
2,341,407,553
2,245,019,575
1,868,267,506

their relative proportions of applicabie reserves reported at book value.

Member G_roug

General

Legislative

Safety

Total City

Unified Port District
Alrport Authorlty

-t
iotai

Book Value
of Reserves

$1,159.437,887

3,145,203

Valuation
Aszets Used

$1,135,876,058

(PRI ]
-}
Lo W

45 [ I~
i OO0 L LI -

1
) e
~1 O3 i -

,_w
[pW]
[ = R

T[:.-.

&9
I
n
[

(a)/(b)

105.65%

99.07%
103.92%
112.02%
117.58%

167.65%

$2,332,055,458

,510,457,701

'$2,510,457,701

L



San Diego City Employees’ Retirement System
Unfunded Actuarial Accrued Liability
June 30, 2003

(City Only)

Derivation of Experience Gain (Loss)

The actuarial gains or losses realized in the operation of the Retirement Association provide an
experience test, Gains and losses are expected to cancel each other over a period of years {in the
apsence of double-digit inflation) and sizable year-io-year fiuctuations are common. Detail on the
derivation of the actuarial gain{loss) is shown below,

1) UAAL* at beginning of year §720,712,870
2) Beginning of year accrued liability payment 8,710,860
'3) Interest accrual

{{1)-{2))x .08 . - 56,980,153
4} Increase in DROP Reserves | 36,739,604
5) increase due to General benéfit increase 7/1/02 39,1. 82,428
8) Expected UAAL atend of year

(1) - (2)+ {3)+ (4)+ (T} 844,884,095
7) Actual UAAL at end of year 1,157,194,03¢
8) Gain{loss): (8) - (€) _ _ {312,308,945)

8) Gain{icss) as percentage of actuarial accrued
Liabilities at beginning of year $3,168,621,175 (8.9)%

- * Unfunded Actuarial Accrued Liabiiity

PRELIMINARY
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San Diege City Employees' Retirement Sysiem

Unfunded Actuarial Accrued Liability
| June 30, 2003

Unfunded Actuarial Accrued Liability

Total actuarial liabilities

Assets allocated to funding

$3,532,625,521
$2.375,431482

Unfunded Actuarial Accrued Liability

Elements of Exberience Gain (Loss)

Estimated Gain aftributed to pay increases

Estimated (Loss) related to new retirements

Estimated (Loss) atiributed to investment experience

$1,157,194,039

$23,100,000
(58,500,000

(286,400,000)
Estimated Gain atiributad to post-retirement mortality and data 9,400,000
refinement on suspended members
Estimated (Loss) aftributed to the “permissive” service (5,400,000)
purchased during the 2003 plan year for current actives
Estimated Gain from employee turnover, pre-retirement 5,480,055
- mortality and miscellaneous factors
Total Estimated Experience (Loss) ($312,308,0453)
Experience Gain{lL.oss) - Comparative Schedule
Valuation Beginning-of-Year  Gain (Loss)
Date Gain (Loss)  Accrued Liabllities  Percentage
8/30/S2 $57,952,320 $1,008,209,728 5.8%
8/30/83 (42,605,778) 1,057,238,817 (4.0}
6/30/94 (8,744,850) 1,220,830,088 (0.8)
6/30/85 (11,370,880) 1,338,27¢,541 (0.8}
8/30/95 58,592,960 1,476,710,662 4.0
8/30/87 38,475,893 1,682,804,532 | 2.3
8/30/28 31,086,010 1,822,432,018 1.7
8/30/89~ 29,780,288 1,879,668,038 1.8
8/30/00 286,639,160 2,181,547,453 13.1
8/30/01 (163,168,884) 2,528,773,900 (7.8)
8/30/02 (364,815,15858) 2,609,537,745 {(13.0)
8/30/03 (312,309,845} 3,168,821,175 (6.8

* Beginning with June 3¢, 1889 valuetion, experlence scheduls is City only,

PRELIMINARY



Valuation
Date

8/30/23
5/30/84°
8/30/85
8/30/96*
8/30/97

6/30/98
8/30/99
6/30/00
6/30/00°
6/30/01

5/30/02
8/30/C3
6/30/03°

AAL - Actuaria! Accrued Liability

San Diego City Employees' Retirement System
Funding Process [ndicators - Historic Comparison

{$ in Thousands)

Continuation Indicators

UAAL - Unfunded Actuzrial Accrued Liabliity

Ratio of Valuation Assels fo

AAL

$00.0% -

Historic Comparison of Funding Value

85.0% 'j-‘ '

80.0% 1
85.0% -
80.0% +
75.0% +-
70.0% -i

65,0%1 ——

83

94 95 88

g7 88

89

oc

01

02

Year Ended June 30

" Refiects revised actuarial and economic assumptions
? Refigcts Manager's Proposal
? Reflects Corbett non-contingant benslit increases

4 includas increasa in benefits for General members effective July 1, 2002

PRELIMINARY

Valuation Funded Member  Ratio to
Assets AAL Ratio UAAL Payroll Payroll
$1,137,018 $1,178,311 86.5% 341,202  §320,624 12.0%
$1,216,083 $1,200,827 84.2% $74.8564 3338440 22.1%
$1,316,803 81,421,150 82.7% 104,247  $350,584 20.7%
$1,480,772 $1,820,373  81.4% $138,602 $365,08% 38.2%
$1,632,381 $1,748,868 £3.3% $116,507  §382,715 30.4%
$1,852,151 $1,87¢8688 B83.6% $127 817  $399,035 32.0%
$2,033,183 $£2,181,547 S3.2% $148,394 3424516 35.0%
$2,458,815 32,343,400 105.0% ($116,414)  $448,502 (26.0)%
$2 459,815 %2,5628,774 87.3% $68,859  $448,502 15.4%
$2,525,645 %2 800,538 88.8% $283,893  $481,884 58.09%
$2,448,208 $3,168,821 77.3% $720,712  $535,157 134.7%
$2.375,432 $3,403,443 68.0% 1,118,011  $533,595 208.5%
$2,375,432 33,532,626 67.2% $1,157,194  $533,585 216.8%

<9



San Diego City Employees’ Retirement System
Comments & Recommendations
June 30, 2003

COMMENT A: The computed actuarial rate increased from 21.13% 1o 27.94%, primarily due to signiﬁcant
investment losses, The aggregate actuarial loss was §312 miliion dotiars, which reflects 9.9% of accrued
nabilities as of June 30, 2002. The funded ratio decreased from 77.3% to 67.2%,

COMMENT B: Using the actuarial value of assets, there were investment osses of $312.3 million. For
this purpose, lcsses are calculated relative to the 8% investrnent assumption NOT zero. On an actuarial
basis, the City's investmant return was negative 3.4%.

Uniike the pravious two years, the total system return on market value of assets, 4.8%, is higher than the
sctuarial return of -3.5%. Some slight solace can be found due to the actuarial value of assets exceads
the City's apportioned share of market value (assets are commingied with Unified Port District and Airport
Authority) by only $44 milion compared to a difference of $248 million {ast year.

COMMENT C: There was an increase in benefits for the General Members effective July 1, 2002 that was
includad in the valuation. The resulting increase in the contribution rate was 1.14% of General payroll after
netting the 0.53% increase in General member rates, effective December 2C03.

COMMENT D: There continues to be large increases in the average benefit for naw retirees, Thare weare
470 new retrants (which includes those initially electing DROF) with an average annual allowance of
$48,864. The actuarial accrued liability for these 470 retirees is $313.1 million,

Thare was a dramatic increase in the DROP program this year from 522 t¢ 732. The annual benefits for
the 348 new City DROP members averaged $53,134, compared to $50,253 and 348,443 in 2002 and
2001, respectively.

COMMENT E: A! direction from the Retirement Board, we continue to NOT include any Corbett
contingent liabilities in the valuation, If we had included the value of such liabilities, estimated to be in the
$70-76 miliion range, the funded ratio would drop roughty 2%.

PRELIMINARY o



San Diego City Employees’ Retirement System

Comments & Recommendations
June 30, 2003

{continued)

COMMENT F: The City rate under the Manager's Proposal for the Fiscal year ending June 30, 2003 was
10.33%, which created a significant contribution shorifall relative to the computed rate.

COMMENT G: We recommeanded that certain non-economic assumptions be adopted based on our most
recent experience study. The contribution rate is 28.88% using the new assumptions. Ws feel that the
new assumptions better reflect actual plan experience than the assumptions used for the Manager's
Froposal.

COMMENT H: One of the many complexities of the System is that there is & reserve for an Employee
Contribution Rate Increase pursuant to the Manager's Proposal, currently $34.5 million, As such, a small
part of this reserve account should be transferred intc the Member Deposit Reserve each year to pay for
such increase.  Our caloulations refiect the entire employes contribution amount and are also refiected in
the member rates included in the back of the report. As such, we add the following amounts fo the rates
on data provided us, based on our understanding as to negotiations, pursuant to the Manager's Proposat
and Corbett and the new General rate, effective December 2003,

Manager's 1272088 -

Preposal Corbett increase Total
General +0.45% +0.16% +0.53% +1.14%
Police +0.51% +0,16% -0~ +0.67%
Lifeguard +0.55% +0.18% | -0- - +0.71%
Fire +0.47% +0.16% -0~ +0.63%
Legisiative -0- +0.16% -0- +0.16%

DRELIMINARY .



San Disgo City Employees' Retirement System
Comments & Recommendations '

June 30, 2003

{continued)

COMMENT L The"'permissive" purchase service program continues o be very popular. 1,338 active
General members have purchased a total of 6,157 ysars of service. 288 Safety members have purchased
2 total of 948 years of service.

We anticipate that there will be one more year of losses until the new purchase rates become effective.

COMMENT J: The City is phasing in, cver a four-year peried, a reduction in the discounts applied fo
offsets for anticipated saved refunds. Over the four years, the discount will be reduced from 22% to 5%
for General members and 7% to 1% for Safety members.

COMMENT K: Ws have been requested to complete an Entry Age Normal valuation annually. This
year's Eniry Age rate is TBD%.

COMMENT L: The Normal Cost for Legislative members decreased sfightly, This year, we are using a
3.50% accrual factor without a 10% assumed pay bump up. The Legislative actives are significantty
younger this year which raises the following question: Should we use a maximum projected number of
- years of service due to term fimits?

R
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Annusal

No. Compensation.
SAFETY MEMBERS
Police
6/30/2003 1,852 §121,161,429
6/30/2002 1,914 122,117,880
Percent Increase -3.2% -0.8%
Fire
6/30/2003 746 50,509,743
6/30/2002 766 45,722,904
Percent Increase -2.6% 1.6%
Lifeguard
6/30/2003 86 5,026,172
H/30/2002 R7 4,825,477
Percent Increase -1.1% 4.2%
Total Safety
6/30/2003 | 2,684 176,697,344
6/30/2002 2,767 176,666,261
Percent Increase -3.0% 0.0%
Grand Total
6/30/2003 10,100 $533,595,405
6/30/2002 10,406 535,156,545
Percent Increass -3.0% -0.3%

268 Safery members, currently active, have purchased 948 years of service

1,606 City members, currently active, have purchased 7,103 years of service

Szn Diego City Employees’ Retirement System
Summary of Active Members
to be used in the June 30, 2003 Actuarial Valuation

PRELIMINARY

Averages
Arnnual
Compensafion Age  Servics

65,422 38,7 12.7
63,802 35.3 12.3
2.5%

67,707 40.4 13.3
64,912 412 14.0
4.3%

. 58,444 37.8 8.8

55,465 36.9 7.9
5.4%

65,834 39.8 12.7
63,848 388 12.6
3.1%

$52,831 42 .4 11.
31,413 42 .4 1
2.8%



San Diego City Employess' Retirement System
Summary of Active Members
o be used in the June 30, 2003 Actuarial Valuation

No.
GENERAL MEMBERS
(General
6/30/2003 7,406
5/30/200%2 7,632
Percent Increass -3.0%
Legislative
6/30/2003 10
6/30/2002 10
Percent Increase 0.0%
Total General
6/30/2003 7,416
6/30/2002 7,642
Percent Increase -3.0%

Annual
Compensation

$356,055,141
357,715,723
-0.5%

842,920
774,561
8.8%

356,898,061
358,490,284
-0.4%,

Averages
Annual
Compensation Age  Serviee
$48,077 433 11.1
46,871 433 10.8
2.6%
842572 422 10.2
77.456 462 8.9
8.8%
48,125 433 11.1
46,911 43,3 10.8
2.6%

_ 1338 General members have purchased 6,157 years of service
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San Diego City Employses' Retirement Assoclation
Comparison of Selected Actuarial Assumptions To Actual Experience

The salary increase assumptions project annual increases in total member payroll of 4.25%, the inflation
nortion of the individual pay increase assumptions. In effect, this assumes no change in the number of
active members. Changes actually experienced in areas related 1o these assumptions have been as
follows; ' B

Year Ended . 3-year B-year
£/30/03  6/30/02 6/30/01 B/30/00 B/30/8% Averace  Average

Infiation’ 4.4% 28%  57%  47%  .34% 4.2% 429
Assumed 4.25° 4 25
Average Pay Increase 2.8 5.5 7.7 - 2.8 3.1 5.3 4.4
Assurned 4.25% 4 25°
Merit & Longevity Increase (1.3} 2.8 2.0 (1.8) (C.3) 11 )
Assumed : 0.5 5
Total Payroll {0.3) 11.1 7.4 5.7 8.4 6.0 5.0
Assumed 4.28°% 4,25
investment Return Rate® (3.4) 4.1 4.1 21.4 11.8 (1.2) 55
Assumed ' 8.0 8.0
Real Rate of {7.8) {7.0; {1.8) 16,7 8.4 (5.4} 1.4
iInvestmant Return
Assumed 3.78° 3.75°
Administrative Expenses” 0.3 0.3 0.2 0.2 0.1 0.3 0.2

(Percentage of total assels)

Assumed ‘ 0.0 0.0

Based on Consumer Price index for San Disgo, All ltems, 1982-84=100,
Reduced from 4,5% for 1888 valuation.

Increased from 3.5% for 1998 valuation,

Based or actuarial value of assets NOT market value or book values,
Exciuding Investment Fees, '

(rl
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fDanKeliey-ssves Lfegel

From: Lawrence Grissom
To: ddk

Date: 2112101 4.22PM
Subject: issues

Dan

Here's the latest instaliment.

RETIREE HEALTH INSURANCE.

There was a reasonable plan put in place in 1897 with caps and other items intended to control costs.
The guess who folks have whined and cried their way back up to where we were prior fo 1997, POA and
FRA premium costs are now $5544 annually. Someone is going 1© have to isarn the word "no" and the
phrase "OK, so sue me" or this is going to kill the gocse that Izid the golden egg.

There are two mantras heard continuously from the Coaiition. First that the City has guaranteed health
insurance fo retirees regardiess of the cost. Not true. GENERAL MEMBERS were guaranteed the same
“shoices" in retirement that they had as actives. This was part of the deal for opting out of Social Security
in 1984. Did not cover Safey since they never have been under Social Security. Second is that insurance
was guaranteed as a part of the Andrews settiement. Again, not true. Yes, they did get insurance
coverage as a part of the deal, but not guaranteed as to benefit tevel. Somehow, this needs 1o be put fo
bed. | have tried, Ann Smith has tried, but the filibusterers won't listen.

The third issue is the 1997 "whereas" language and the related MOU's that are said to promise the same
"avel of benefit™. | protested at the time, because the industry is so volatiie that there might well be
changes in the benefit level that are completely out of our control. That has happened. Withess
formulary. Formulary was not in anyone's vocabulary in 1997 and it is industry standard today. The rub
comes because the providers will provide you with anything you want in terms of benefits - for a price.

| don't know the magic answer. | do think there needs to be some cap on premium for prospective
retirees. Remember, current retirees are in fat city -— they do not need the help, they just whine the
loudest.

Refer to the numbers | gave you re: pre 80 health insurance. We are spending roughly $5 miliion less
annually than the amount iRS wil allow us to transfer under the present scheme. Costs since 1897 have
tripled from $2.6 miflion to $8 million. We have & surplus of about $17 tc $18 million projected for the end
of next fiscal year. The transfer is contingent upon earnings. IF there are insufficlent earnings then the
City is on the hook for premium payments. We couid last roughly 7 to 10 years under the present scheme
with 20% annual increases.

CATCH 22. Am faxing you the reso from the Board on this issue. There are 2 lot of refated issues here
that have nothing to do with disability retirement ie departmenta! use of disability as a disciplinary tool etc.
Ron's pian, ie Retirement accepts Worker's Comp medicals cannot work without changes o the Muni

- Code, and possibly the Charter. This is & benefit issue. Happy to help, but  don't know exactly what you
want me to bring to the table.

5 YEAR VESTING Already sent you our siuff on this one.

SUPP COLA. The Retiree Task Force has 3 fiems here.
1. Remova the 50% cap. This is another ane that would benefit the group that needs it most. Actuary
has estimated the increased cost at about $825K annually. Again, this is & frozen group so the cost will
decrease each year. | would recommend it. More on financing later.
2. Make the 75% a "permanent” benefit. This has 2 parts.

a. Currently, only those who retired before 7-1-82 are below 75%. By “nermanent’, the retirees mean
that whenever anyone drops below 75%, they would automatically get increased to 75%, ie those who



ey - issues
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.age 2,

retired in 83, 84 etc.

b. Some who were increased to 75% have now dropped back below that tevel, primarily those who
retired in 81 and 82. The retiress want it to work so that this group wouid automatically be bumped back
up to 75%.

i would recommend against both of these. Two reasons -— they've gotten a fot in the last few years, most
recently Corbett: and Rek has given me factors that show that inflation has not dropped the foiks from 83
on below 75% yet, tho they are getting close. The Munt Code regures an annual review of the issue. Best
to leave these two items 1o a fulure fime.

3 The Task Force wants an additional $50 mitlion from the current year earnings to fund the above.
Background --- we set them up with $35 million, which gets credited with 8% annually. At 12/31/00, the

resarve had a balance of about $31 million. Without any increases, the reserve should last 15 to 17 years.

If it were increased by $50, SUPP COLA would probably last long enough fo pay you and me.

CORBETT CONTRIBUTION INCREASE. Ron wants another $50 million added to this reserve to fund the
corbett employee increase scheduled for 12/31 of this year of {i think, 0.54%). Background. this started
with a reserve of $35 million, credited with 8% and with the restriction that only the interest could be used
to fund employee rate increases. You agreed to fund the first round of corbett increases with the reserve,
so we had to lift the restriction. Currently, the cost is slightly more than the interest crediting by roughtly
$200K. Translation, no more money is needed for this purpose.

Ron has it in his head that he can funnel this money back into health insurance. Short answer is NO.
CERS is 2 401{A) trust and health insurance is a 401(H) trust and the funds cannot be comingled. Period,
end of story. He will walk the tabletops with the mantra that anything given retirees must result in the
actives being given an equivalent amount.

CONNY ISSUE. Rick owes me a pricing. | owe you an AlM. That wili be my next #1 priority .

EARLY DROP | would say "over my dead body”, but | have a few good years left and don't want {0
volunteer for anything. This is simply a bad idea. Even if you tie it to 5 year vesting and say 5 at 62 for
general and 5 at 55 for safety, it's still a bad idea. DROP is intended for the iong term member at the end
of the career. If you reduce eligibility, you will provide incentive to retire early, which couid resutlt in
enormous (read really big) actuarial costs.

Maybe we should talk some more about what you really want to accomplish ([ promise to leave my
prejudices af the door) and see if we can't find another way fo get there,

As they say in the movies "THAAAARAAAAAAT'S ALL FOLKSI

Let me know what else you might want.
Larry

Lawrence B. Grissom
Ibg@sdeity.sannet.gov
{619) B33-4655
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GABRIEL, ROEDER, SMITH & COMPANY
CONSULTANTS & ACTUARIES

3171 Towne Centre Drive e Suite 440 @ San Diego, California 52122 @ §58-515-1300 « FAX §58-535-1413

Evaluating the Financial Impact of DROY
City of San Diego

December 7, 2004

In evaluating the cost or savings associated with DROP, there arc two ways i0 do so:
1) Calculate the impact on the present value of benefits provided members
2) Caleulate the impact on near-term contribution levels.

We believe the first way to do so is clearly best. Near-term congribution levels can be misteading. For example,
City coniributions are based on vatuation payroll excluding DROP. In the short-term, lowering payroll will likely
lower shori-term contribution levels but conld increase them in the long term due to the added potential costs of
amortizing larger amounts of unfunded liability. Our earlier 2004 correspondence on DROP, “The Knowable, the
Misleading and the Unknown,” addresses this.

There are two basic ways that DROP service can be reflected in actuarial computations:

1. Treat the DROP recipients as retirants at the point that they elect to DROP. _
7 Treat the DROP recipients as actives for an average assumed period beyond their DROP date.

In the City of San Diego valuation, we are using Method #1 and treating the DROP recipients as retirants,  Our
rationale is based on the adage that if it wwalks like a duck and looks like a duck, it probebly is a duck.” Like
retirants, DROP members accrue no further benefits (except for the 3.05% of pay the City annuaily adds to their
account)

Also, the City uses the Projected Unit Credit actuarial funding method. This funding method is not conducive to
treating DROP in any other manner. Last, DROP members do not pay cgntributions.

We wish to emphasize that this study will have the following substantial limitations:

DROP cost/savings to SDCERS will depend, in large part on its impact on retirement ages. 1t is impossible
to isolate the impact of DROP with 100% certainty. There may be other factors which have jmpacted retirement
incidence since DROP’s inception in 1997.

DROP resirants tend to have significantly longer service than 20n-DROP actives at their age. Particularly
for Safety members, there will be some impact on DROP election which relates to the 50% cap o1 final average
compensation. It is difficult, if not impossible, to isolate the impact of DROP from the impact of the cap. For

Safety members, DROP and the 90% cap were implemented at the same time.

There is greater financial incentive to DROP than existed at plan inception in 1997. This is because the
current benefit formulas provide Jess incentive 10 work later and accrue additional benefits fhan in 1997. For
General members, there is no increase in the 2.5% multiplier untii age 60. Since the median retirement age falls in
this range, this will impact most. For Safety members, the 3% multiplier ig in place at age 50, Further, those Safety
members who reach 30 years of service will hit the 90% cap and have even less incentive not to DROP.



Given the Projected Unit Credit funding method, we believe the average period of DROP service is not as
relevant as it might initially seem. We are funding to the beginning, not the end, of the DROP period. Second, to
the extent that it encourages those to work longer than they would have in 4 non-DROP environment, as assuredly
would be true in a number of instances, it will be very difficult to meaningfully compare this to working lifetimes

prior to DROP,

We have tried o isclate the impact of the DROP program on the change in the calculated actuarial rate for the 1998
veluation. We initiated this because of our efforts to reconcile the difference between the 1097 and 1698
contribution rates. We are asking for input because of the complexity surrounding these calculations and the
political sensitivity due to the DROP program’s interim status.

As our starting point, we first looked at averages for DROP recipients as retirants and valued a liability associated
with their retired status. We based our calculstions on the average retirement age and credited service during the
past seven years, but calculated and used an average compensation from the 2004 retiree data. See Appendix A. It
is important to recognize that the seven-year average compensation is not as relevant to a current evaluation due fo
benefit increases during this period. See Appendix A. Also, our analysis uses current benefit formulas.

Total Average Average ' Average
Number of Anmual Retirement Years of
Drop Members Allowance Are Credited Service
General 701 $38,186 58.7 28.0
Safety 577 357,193 53.4 270

49% of General retirees (59% on a dollar-weighted basis) during this period elected DROP. 72% (79% on a dollar-
weighted basis) of Safety retirees elected DROP. Thus, those with longer periods of service were much more likely
10 elect DROP than those with shorter service. In the past two years, such percentages have been even higher. The
average length of DROP service was 3.6 years for Safety members and 2.3 years for General members.

Under the current actuarial assumptions to determine computed rates, the median retirement age is 59 for General
members and 55 for Safety members. Thus, one can say that it does not appear that DROP bas had a large impact
on DROP election ages relative to what the actuarial mode! incorporates. The 53.4 figure for Safety members is
slightly lower than the median. This may be caused by the 90% cap inducing younger hires to DROP zs soon as
they hit the cap. .

Using the retirement age, years of credited service, and the average compensation, we caleulated the Present Value
of DROP benefits for such hypothetical average member and compared them to what would have happened under

three scenarios:

1. The member would have retired immediately as a non-DROP member; or
2. The member would have worked for two more years then retired; or
3. The member would have worked for four more years then retired.

While there is no normal cost for members in DROP, we have added in the City 3.05% additional contributions
during their assumed average DROP period. In all Scenarios, we calculated the Present Value of Benefits as of the

beginning of the DROP period.

SCENARIO #1: Compare to immediate non-DROP retirement

Initial Annual.  Initial Annual Present Value  Present Value of
Allowance Allowance of Benefit Benefit
DROP NO DROP DROP NG DROP
General $42,538 $42,538 $579.000 §375,000
Safety 370,270 $70,270 $1,020,000 51,011,600

Under this Scenario, the present value of benefits increases by 0.9% for Safety members and 0.7% for General
members. In this scenario, all the added present value of benefit is due to the 3.05% conwibution made by the City.

The 3.05% contribution is NOT part of the actuarially eomputed rate.
Z



SCENARIO #2: Compare to two years of added non-DROP service

Initizl Annual Initial Annual Pregent Value  Present Valve of

Allowancs Allowance of Benefit Benefit
DROP NO DROP DROP NO DROP
General $42,538 $51,509 $579,000 $575,000
Safety (no cap) 70,270 88,435 1,020,000 1,063,000
Safety (cap) 70,270 83,446 1,020,000 1,003,000

This indicates that the present value of benefits again increases by 0.7% for General members, For Safety members,
fhere is a 1.7% increase in the DROP benefit for those subject to the 90% cap but a 4% reduction for those who still
have not hit the cap.

SCENARIO #3: Compare to four years of added non-DROP service

Initial Annual Initial Annual Present Value Present Vaiue of

Allowance Allowance of Benefit Benefit
DROP NO DROP DROP NO DRQOP
General $42,538 562,627 $£579,000 - $572,000
Safety {no cap) 70,270 101,736 1,020,600 1,038,000
Safety (cap) 70,270 81,562 1,020,000 916,000

This indicates that the present vahie of benefits again increases by 1.2% for General members. For Safety members,
there is an 11.4% increase in the DROP benefit for those subject to the 90% cap but a 1.8% reduction for those who
still have not hit the cap.

* * ® * * *

We have one comment on the interest crediting rate of 8% during the DROP period. If SDCERS really believes that
a long-term rate of 8% is achievable after the netting for administrative expenses and contingent benefits, thef this
shouid be reasonably close to cost neutral. They probably will be some anti-selection against the System in that
SDCERS may have more people maintaining DROP accounts during periods of perceived low investment returm in
alternative investment vehicles. Overall, we do not see this element as having a significant cost itnpact if 8% is a
reasonable, long-term assumption.

CONCLUSION: Based on our approach of using average age at DROP, the cost of the DROP program appears to
be slight enough not to have been a major cause for the contribution increases of recent years. There only appears o
be significant cost for capped Safety members -- the DROP program allows them to accru¢ more additional value
than if they did not DROP. One could argue that this element is attributable o the cap and not the DROF.

If we did an individual-by-individual analysis for each DROP member along the lines of what we did in aggregate,
on a going forward basis, we would expect the cost of DROP to be slightly higher than demonstrated in our analysis,
First, the benefit formulas have changed enough such that fhere are more years where there is no “carrot” of a higher
benefit multiplier at the next succeeding retirement age than when DROP was implemented in 1997, Also, averages
do not fully capture “outlier” situations where there would be more financial incentive to DROP than for the
hypothetical average member in our model (ie, a 55-year-old General member who would not have their 2.50%
benefit multiplier increased unless they worked another five years).

Finally, our analysis indicates that the additional cost for the DROP program appears to. be less than what was
indicated in Mercer's actuarial audit.

Sincerely,

Rick A. Roeder, EA, FSA, MAAA
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For purposes of today’s meeting, Mr. Pierce said he would take the earnings issue out
of order. :

X PRESIDENT, TRUSTEES, ADMINISTRATOR:

Rl INGS .

Mr. Pierce said this is a very imporiant issye this year. As such, a Subcommities was formed.
to address the issues and has met on seleral occasions. He asked that the Board allow -
Staff to fully present the Subcommittee’s rgport before asking questions and to reserve their

comments {o the end. ' :

Mr. Grissom provided a detailed presentation of the Subcommittee's review and
recommendations. A copy of his presentationmaterial is included as Attachment A of these
minutes. ' |

Mr. Pierce said when the Committee was formed; one of the things the Board had asked was
what its legal authority is with respect to. earnings\wunder the Municipal Code. On ‘ghe advice =
of fiduciary counsel, the Committee took into cons eration what actuarial implications any of
its recommendations would have on the fund and which of these actions would serve to

dilute the funded ratio of the system. The Committele looked at this while taking into
consideration the Board’s comments that it wanted 10 send a clear message that it wouid' no
longer finance benefits formulated under the Manageris Proposal. Right now, the actuarial o
funded rate is at 15% and the System is closer to recelying 10%, which increases at 50 basis
points per year. This is the ten or eleven years discussgd by Mr. Grissom. If the Board
overlays some of these actions to dilute the funded ratio\the projections could go from 15%
to 19% and it could be anywhere from 15 to 20 years out hefore the cross over under the
Manager's Proposal accurs. As he understood at the reco mendations of the
Subcommittes, the following items would essentially reduc the funded ratio of the System:

1) crediting of the interest on the DROP accounts as a vested benefit, whichisa
requirement of the Municipal Code, which is about $5 mitlion; y funding the budget if there
are not sufficient earnings, which is about $21 million, and un r the assumption tljat some
earnings would stay with the System. Adding these two togethar is about $28 miliion o 1%,
which would take the 89% funded ratio to 88%. He added that there is the fact that there Is &
difference between the assumed rate and what the System actuaky earned this year, so that
when the books are closed at the end of the year, this will be evaluaied on a five-year
smoothing basis. By adding the first two items with this and holding\everything _else c.onstant,
we are looking at the 84% to 85% range based on the Subcommitteas recormmendation.
This is an important threshold because the 82% level would trigger thg City's payments to the
accelerated, full actuarial rate. ' _
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Mr. Grissom said that a funding ratio of 84% is probable and couid actually be worse due to
actuarial losses on investments for the ‘02 fiscal year,

for funding this Operation and pay bills has been around way too long. If's not go?d in his
opinion. Theoretically, it's possible to have a stellar year and for all of the System's
managers to underperform and the System could have gz negative realized gain and not be

Mr. Grissom said this happened in 1990.. The System had a total retum_ of plus 9, but didn't
have sufficient eamings to pay the 13" check, | ‘
Mr. Casey said money was taken from that reserve then to pay the 13" check.

Mr. Grissom said thig came bht of thé}i\nd‘rew’s lawsuit seﬁ!ement, which carried with it the
authority to spend undistributed surplus 8arnings on a one-time basis,

“~Ms. Webster asked Mr, Blum if Hanson Bridgett has opined that the Board doesn't have
I .
s

discretion to Use different rates, -

Mr. Blum said the short answer is yes,

Ms. Webster asked if the Board could use an 8% actuarial assumption rate and credit the
accounts with 6%, ‘

Forthe Board to0 do this, Mr. Blum said it would be a major fiduciary decision that - -
“would require in-depth evaluation. The consequences to the City; all its members, the -

retirees and the funding status would have to be reviewed, After reviewing all of thesa
issues, if the Board wished to do this, he would strongly recommend that the Board seta
policy as such, Otherwise, the Board and this System would be extremely vulnerable. 1f tha
Board sets g long-term interest crediting policy, he believes the Municipal Code gives them
the authority to do 50, '

Mr. P.Eerce said there was one provision of the Munfcipai Code that S%ipulated for at least one
account that the Crediting must be on the earnings assumption rate.

accounts in accordance with interest assumption rates established by the Board.

With the Board's past practice and prudence if the Board were to change the crediting
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rate, it should also change the assumption rate. If the Board changes its assumption rate, it
would impact a number of things.

In response 1o Ms. Webster's guestion about crediting at different rates, Mr. Blum said in his
review of 24.0103 and 24.0105, it appears that historically and through Board policy the
Board has read these sections together. If this is a fair statement, then in fact, the interest
assumption rate is the rate that should be credited, However, if he reads these two sections
separately and word for word, he believes it is appropriate for the Board to go through its
fiduciary investigation to determine whether they could credit these accounts at different
rates on a long-term basis.

Mr. Pierce said two things came up that surrounded this issue. One had to do with the

Board's fiduciary duty. Trying to justify other than the long term earnings assumption rate e
than these accounts were essentially set up to pay the long-term liabilities of the fund and é
would require a very clear and sound approach. On the employee contribution reserve///
account, if the Board were to credit less than the actuarial rate and a long term City

employee left City employment, they could be damaged. Secondly, to the exient the

reserves are credited at the actuarial assumption rate, it keeps that money inside plan )
assets, which bolsters the funded ratié of the System. If these reserves are credited at any_gfz 7
lower interest rate, it allows earnings to drip down the distribution to pay contingent benefits. « )
The Subcommittee did not believe it would be fiduciarily sound to allow certain contingent Ww
benefits to be paid when those assets can be kept inside plan assets and bolster the funding. ="

Mr. Bl'um said tHes‘e types of examples would have to be evaluated by the Board. If the: //
Board agrees to lower its interest rate to provide more money to pay contingent beneﬁts, it
would essentially be pulling money out of the System, which would weaken the financial

- siatus of the fund.

Ms. Webster asked what the actuarial impact would be to lower the interest rate from 8% to

6% and io credit the employer and employee reserves with 6%.. ' ' /ﬂM‘j\, o
gt

Independent of the valuation, Mr. Roeder said the biggest impact isn't the interest rgte used 5#«{
to credit the reserves, but what buckets of money are being excluded and included in the e
plan assets. ' E/“

Ms. Webster asked what would happen if the employer reserve were credited with 6%, which
is within plan assets.

Mr. Roeder said if the two reserves are in plan assets and the Board was to transfer money
from one reserve in plan assets to-another reserve in plan assets, there would be no
actuarial impact. '

Mr. Pierce asked if there would be a zero actuarial impact if there are not enough earnings
flow past that first crediting to pay for the budget.

Mr. Roeder said he believes so.
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Mr. Pierce stated that eamings are plan assets. If the reserves are credited at 8%, they stay
in plan assets. :

Whether there is $10 million in-surplus or $500 million in surplus, Mr. Saaihoff said these ars
considered assets as long as everything stays within the plan assets.

Ms. Webster said the Committee is recommending that the Board continue with the 8%. Itis
ergoal as a fiduciary to the fund and to the plan sponsor not to impact the funding ratio any
more than necessary. Therefore, she would recommend crediting less than 8% io the
employer, employee and DROP reserve accounts. -

X Mr. Plerce said it is a Municipal Code requirement that DROP be credited from plan as;e’ts
and has nothing to do with earnings.

Mr. Grissom said Mr. Pierce is correct. There is nothing in the Municipal Code that would

allow the DROpP account to be credited at a lower interest rate,

Mr. Blum said there are very specific reserves, not in plan assets, where the interest crediting
Tegardless of the amount, will not affect plan assets either in or out for purposes of the

valuation,
Mr. Roeder agreed. Currently the Board is holding $3.7 million outsids of plan assets.

Mr. Saathoff said the 131 check is a contingent benefit. By not crediting the reserve _
accounts, it would keep the money in the fund Yor purposes of the vaiuation,. By not making
that credit, that money would flow to an account and leaves plan assets, which clearly affects
the valuation of the System. The same is true with funding the health insurance trust. The
money is transferred off book and lowers the assets and funding ratio of the System.

Mr. Rosder agreed with regard to the 13" check.

Mr. Blum recommended reviewing each of the reserves, With regard to DRQP, it was
reported that these assets are heid outside the pooled assets used for valuing the System.
This affects the valuation of the system. '

H

System. Interest must be credited to the DROP accounts. What has not been addressed s

that both ts and DROP liabilities are taken out of tK3 valuation. When the Board
adds interest crediting to the DROP accounts and takes those assets out for purposes‘of th_@
L vaiuation, it simultaneously takes the additional liabilities out for purposes ofthe-vg!uatlon.
T L There this results in a non-svent. The reserves listed on Page 24 of the Gabriel, Roeder
,,JL Smith report include one reserve that reflects $225 million. However, he unders.tands.that
- this really is a non-reserve. The second reserve is for supplemental payments, mc!u;:img the
13" check. This reserve is now held outside of the assets for purposes of the valuation and .
" nointerest is to be credited to that reserve. He also understands that this reserve could be
used to pay the 13" check if City Council so approves,
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Mr. Pierce said if the City Council directs the Board not to pay the 13" check, then based on
the Committee's recommendation to move this reserve inside plan assets, it would increase

the funded ratlo

Mr. Blum agreed. The next reserve deals with health insurance and post retirement health
care and equals $20,000. Beth-of These are held outside of assets for purposes of the
valuation and do not affect the funded status ratio and will not be credited with interest.

~ However, because the Municipal Code states specifically that retiree health benefits shall be

9“‘” ; paid from the 401(h) fund, they sant will be used to pay that benefit. Nextis the DROP

i

i

7

&
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L4 reserve, which is an actuarial non-event To follow is the employee contribution rate increase

WY

A

reserve, which is $12 miltion. Lastly is the Supplemental COLA reserve, which the Municipal
Code requires be used for the Supplemental COLA and is taken off book. The Board could
legally credit the DROP accounts at a lower interest rate, but he believes the Board would
“‘have a vested rights issue in so doing and could set itself up for a lawsuit.

=

If there were different interest crediting rates, Ms. Webster asked if different amounts of
money would be moved off book.

Mr. Blum said “No.”
Ms. Webster said she is talking about distributing it among different accounts.

Ms. Wilkinson said the actuarial repoﬁ lists seven different accounts to be used for various
purposes. Mr. Grissom listed four additional reserves.

Mr. Grissom said the ones he listed are held outside plan assets.

Ms. Wilkinson said she recalled one reserve being created to fund the 115 trust.

Mr. Pierce said it was mentioned, but wasn't specifically set up for that purpose.

Ms, Lexin said she understbod that the $100 mitlion that was set aside was to be used to fund
the 115 trust

Mr. Pierce said the Board didn’'t make a decision for actually allocating those funds.

If the accounts were consolidated as in Recommendation #8, Ms. Webster asked if this would
prohibit the City Council from transferring money from the employer reserve to fund the 134
check if they voted to do so. :

As the plan sponsor, Mr. Grissom said City Council could do this.

Ms. Webster said there is no disadvantage in respect to consolidating all of these small
reserves into the employer reserve. This would aliow the plan sponsor to use these reserves

to confer and pay for new benefits if they so choose.
Mr. Grissom said this is correct, with the exception of the health care reserve.
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Mr. Pierce said if the City Council directs the BoArd not to pay the 13" check/then based on
the Committee’s recommendation to move this'resgrve inside plan assets, if would increase
the funded ratio. /
Mr. Blum agreed. The next reserve has to do with health insurance and post retirement
health care and equals $20,000. Both of these are he{d cutside of assgls for purposes of the
valuation and do not affect the funded status ratio and Wwill not be credjfed with interest.
However, because the Municipal Code states specifically-that retiree health benefits shall be
paid from the 401(h) fund, they can't be‘used o pay that benefit. The nextis the DROP
reserve, which as stated earlier, is an actuarial non-event\ Next is the employee contribution
rate increase reserve, which is $12 mii’lion. Lastly is the Stpplemental COLA reserve, which
the Municipal Code requires be used for the Supplemental GOLA and is taken off book. The
Board couid legally credit the DROP /accounts at a lower intergstfrate, but he believes the
Roard would have a vested rights issue in so doing and could 8¢t itself up for a fawsuit.

I there wé;; different interast credﬁing rates, Ms. Webster asked\f different amounts of
money would be moved off book. ;

!

Mr. Blum said “No.”
Ms. Webster said she is talklng'jabdut dist{ibuting it amonyg differentjaccounts.

Ms. Wilkinson said the actuarj%! report lists seven diffefent accounts Yo be'ysed for various
purposes. Mr. Grissom Iiste?’ four additicnal reserves/ -

Mr. Grissom said the ones He listéd are held outsidg plan assets. ‘

Ms. Wilkinson said she reqfélied one reserve being created to fund the 115 trust.
| / .
Mr. Plerce said it was méntion@d, but wasn't spacifically set up for that

Ms. Lexin said she undefstood that the $100/million that was set aside was to be used to
fund the 115 trust / ‘

{

Mr. Pierce said the Boérd didn't make a dcisi@n for actually allocating thode fund; .
If the accounts were consolidated as in Recommendation #8, Ms. Webster sked if this
wouid Ershibit the City Council from trangferring money from the employer réserve ta fund
the 13" check if they;:‘voted to doso. —

| / , :
As the plan sponsor, Mr. Grissom saidf/City Councii could do this.

]
Ms. Webster said there is no disadvantage in respect to consolidating all of these small
reserves into the employer reserve. This would allow the plan sponser to use these reserves
to confer and pay for new benefits if they so choose.

o
Mr. Grissom sai;fi this is correct, with the exception of the heaith care reserve.
i[ .

]
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Ms. Webster said Recommendations #3 and #5 could negatively impact the funded ratio.
Therefore, she wouldn't consider either of them, '

Mr. Pierce said if the Board chose to credit the DROP account at zero, it would not leave plan
assets. If the Board chose to creditit at 8%, $5 milion would leave the System,

Mr. Blum said thare is a vested benefits issue with this.

Mr. Roeder said this is a legal versus actuarial question. If the DROP reserve were c;e‘dilted
with zero and $5.2 million remained in plan assets, the DROP reserve.would be $5.2 million
less then it wouid have been. This would result in $5.2 million being excluded from plan
assets.

Ms. Wi.lkir.lson said if the Roard decided not to credit the DROP account, the Board wouldn't
be creating that liability,

o

Since this account must be credited according to the Municipal Code, Mr. Blum said it is not
an issue and should be put to rest, '

With respect to Recommendation #10, Ms. Webster asked if the Board could unilaterally not
roll any new benefits into the Manager's Proposal. :

Mr. Vortmann asked if the Board has g responsibility to tell the City what must be paid as
sound actuarial crediting. o

Mr. Blum replied, “Yeg.” The Board needs ‘o determine if there is a widening gap and if it
can live with that gap. ' :

Mr. Saathoff said. under the Manager’s Proposal, the City's rate increases were capped at
0.5% per year. ' |

Ms. Webster said it is tough to explain earnings globally. The whole concept of distributing
earnings raquires the Board to determine what its earnings are. The recommendati_on the
Committee is proposing starts out with $43 million. She questioned how the Board can
distribute earnings it dossn* have.

Mr. Pierce said the Board would only spend what is available from earnings. The rest would
‘come from plan assets to fund the other things required under the Municipal Code.
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Mr. Vortmann said the empl‘oyer reserve would be used as a last account and would be
considered & balancing account,

Ms. Wilkinson said more money is pouring into the employer reserve than is needed.

The Board’s obligation under the Municipal Code is to credit interest. Mr. Blum said there i_s
no connection with the financial reality, but there is a connection between what this Board is
required to do. This has caused a significant amount of confusion. The bottem line response
is-that the Municipal Code was not written for this circumstance and needs to be changed. it
is for this reason that the Committee is recommending that the Board get rid of these
reserves, SR

Mr. Grissom said he believes there has come a perception over the years that ea‘rrjings are
cash in pocket, which is not the case. The Board has overlaid a cash basis of earnings
distribution pn-a total return basis of its investment program. The Board needs to change this
because it doesn’t work.

Ms. Webster said it seems that revenue comes from the investment earnings. If not, she
asked where the revenue comes from.

Mr. Blum said in reality, revenue doesn't come from investment earnings. Unfortunately',‘t}_we
Municipal Code wasn't written to deal with this type of situation, which is why the Board is in
the position it is in'and supperts why the Board should follow the Committee’s
recommendations. He reminded the Board that this is a defined benefits plan and the
System needs to make sufficient earnings o pay the benefits.

Ms. Webster said this goes against Section 24,1502,

Mr. Roeder said the code was drafted when fixed | income, assets and velatility were very
small and undervery different times.

Ms. Shipione said the Board should lock at its assets and the liabilities that ij grow over
time. Ifthe plan can grow at 8% and there is a deficit, the money needs to come frpm
somewneare. She said it is time to correct the situation and for the Beard to determine
whether there is something more that can be done now.

Mr. Pierce stated that the Commitee was established first to deal with this year. However, it
will also be looking at a long-term solution.

As for the longer term, Mr. Roeder said the Board would be doing an e.xperienoe '
investigation this year, which will include a look at the System’s actuarial assumptions.

Mr. Grissom said Ms. Shipione is correct that this is a step in the right direction
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- fthe System remains whole and pays its {iabilities, Ms. Shipione asked how much would be
needed from the City.

Mr. Roeder said this is calculated each year,
Mr. Vortmann informed Ms. Shipione that the answer to her question is on Page 11 of the_
actuarial valuation. Addiﬂonany, City Council has mandated that the Board to try to explain

much of what Ms, Shipione is asking along with how to fix the problem. The Committee
hopes to address this by June 2002.

Mr. Pierce said it might take a number of mesatings to answer everyone's questions.

Mr. Saathoff suggested holding a Board workshop to further address this, It would be
extremely valuable if both Mr. Roeder and Mr. Blum could be present. S

Mr. Vortmann clarified that the workshop would only address the immediate issues.
Mr. Pierce agreed.

For the record, Ms. Lexin stated that there are a number of perspectives that have not bean
discussed. ' '

Ms. Shipione suggested inviting the City to present their concerns and recommendations,
Ms. Lexin said she, Ms We‘bster and Ms. Vattimo represent the City on this Board-,_
Staff was dirscted to scheduls 2 workshop. |

Please note: An email was received from the Board’s actuary, Rick
Roeder after the meeting concluded asking that it be included as a par-t of
the minutes to CIarify his comments (Attachment A), with Staff's
Presentation materials to follow (Attachment B)

XV
Minutes prepared by Board Secretary,

S?le iﬁmat

proved by:

Lawrence B, Grissom, Retirement Administrator
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I urge you to review the policy and fiscal *sotindni@ss of using CERS Trust Fund (Fund) ¢ QA9 4.8
assets to pay 8% interest earnings to retirees who have left their DROP money on deposit - o0y 3 b

with te¢"CERS. It is my understanding that the Fund, and thus indirectly the City, is o q 3
under no legal obhgat' on to pay such overstated earnings in today s market to retirees O 4 .} 87
who choose to “invest” their DROP funds with"CERS. As of Qetecyﬁ\é-rﬁd 2002 the CERS '
Trust Fund had net investment Josses of over $50 million and the actuary advised the . oj ) < 8 (o
Fund incurred an actuarial loss of $313 million for the Fiscal Year ending June 30, 2002 oﬂ ﬁ_ _._,_,d_a-———ﬁ
—1‘0‘\"‘“ ' /-"'"”—
Currently about 250 retirees have left $38.9 million in DROP funds on deposit with DMF 7 0

CERS. At an 8% interest rate the fund is paying out over $3.1 million annually. Asa Sﬁ‘Cﬁ K> S
comparison the 2002 13™ check full cost was $3.8 million. C\ém\,;
- 3

The amount on depasit is increasing this fiscal year by an average of $2 million a month.
The increasing balances below illustrate how fast this expense is growing. e .75 - q o

_ ~Teodrat @2 u’?-e»
Date as6f DROP Amounts Left On Deposit by Retirees Interestat 8%  &-3-as ik
June 30, 2000 $ 38 million BY,600,050 - $300,000 33 i
Jone 30, 2001 $8.1 miltion 595% et $649,000 o 3
June 30, 2002 $31.0 million b;\“’;) e $2,480,000 T
Nov. 30, 2002 $38.8 millio / $3,100,000 'LO!"B")(TZ- 8104
o "0 50 >/[/Q)(La -~ \"-«— Ok A “Y4m e

I also request review of the practlce of crediting DROP accounts of active employees at (“w“i)
8%. While active employees are in DROP, the DROP program should be administered as ¢y g
the defined contribution program that it is, rather than a “guaranteed” defined benefit a9
program that it is not. An option to explore is contracting out the DROP program like AG
the City’s other defined contribution plans. This gives the members control over their ot

\ . 5 . . W
own investments and stops the questionable practice of paying out 8 % when the Fund is o —
in a negative investment environment. By contracting out the DROP program membe; ”/’O
~ can have the opportunity to earn above 8% when the general mvestment enylronmem — 6
improves. ’ifbu _“93 ?
One could conclude that in the current negative earnings environment the &éﬁn d beneﬁt 6 \

‘plan is subsidizing DROP, the defined contribution program. I don’t believe that was
ever the intent of the City. The DROP program was still fairly new, with relatively low
dollars on deposit, when the stock market took its downward tumn in 2000. To date, the

Fund has incurred net negative earnings due to the DROP program.

This might be handling more expeditiously and therefore benefit the Fund if the issue is
handled in two phases. First, reviewing the policy of DROP funds on deposit by retired
members and second, reviewing the policy of DROP funds on deposit by active
members. I urge immediate attention to this matter since the Fund is incurring daily
losses due to the current practice of crediting 8 % to retired and active DROP accounts.
£ PSSO o PEpUody T i3e L
i 7 ~
. FromEDRYANandekeU( ) L \@f‘} f »«—-61 \\C}Uc()e'"*
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Terri Webster - Possible Adverse Effect of DROP on Payment of 13th Check andCorbett .
Settlement ‘

~ From: "Judy Folsom" <jfolsom1@san.rr.com>

To: <Pbnuggets@aocl.com>

Date: 1/13/2003 8:31 AM

Subject: Possible Adverse Effect of DROP on Payment of 13th Check andCorbett Settlement

CC: "Nancy Acevedo" <jacevedoi@cox.net>, "Stan Eimore” <Sselmore@aol.com>,
"Robert West" <rwest2@san.rr.com>

It appears that increased active member benefits and the permanent continuation of the DROP could effectively
eliminate both the 13! check and the Corbett settiement payments. (If there are no funds from Surpius
Undistributed Earnings available, the Corbett settiement pay-outs could accrue, but not be paid due to fack of
funds.) '

As part of the Corbett lawsuit settlement, the City increased the retirement factors for General and Safety
Members. An additional increase in factors will occur during FY2004. Also, salaries will increase due to new cost-
of-iving adjustments. Future DROP participants will have substantiafly higher retirement allowances. (We have
already seen allowances in the $6,000-$10,000 range.) Monies do not have to be withdrawn from DROP
accounts at the time of termination from City employment and can be left on account almost indefinitely. With
bank interest rates in the 2%-3% range, we can expect deferred withdrawals from the accounts.

The Schedule for Distribution of Earnings at June 30, 2000 reflects a distribution of $2,333,465 for DROP account
interest . The independent auditors’ report on the Schedule of Changes in Surplus Undistributed Earnings for the
year ended June 30, 2002, reflects that the distribution from Surplus Undistributed Earnings was $6,424,652, an
increase of approximately $4.1 million, or an alarming 175% over a two year period. (See the table below.)

- Any interest credited to the DROP accounts reduces the amount of Surplus Undistributed Earnings available fo
pay the 13" Check and the Corbeit settlement. DROP accounts are credited with the assumed interest rate of the
fund (8%) regardiess of whether or not there are sufficient undistributed earnings. I Surplus Undistributed
Earnings are not available, monies are transferred from the Empioyer Contribution Reserve. Therefore, the
balances in DROP accounts will continue to grow even when there are no Surplus Undistributed Earnings. When
there are Surpius Undistributed Earnings, interest will be credited to the DROP accounts before the 13th Check
and Corbett settlement are paid. In future years, the interest credited to DROP accounts might eliminate any

funds available to pay the 13% check and the Corbeft settlement.

Do you know if the actuary or Larry has done any projections relating to DROP interest accrual? What are the
orojected distributions over the next 5-15 years? Due to the current economic climate and increasing interest
accrual, the Board may have to autharize larger transfers from the Employer Contribution Reserve to cover DROP
interest payments. What effect will this have on the funding ratio of the Trust Fund?

At one point, there was a legal opinion that SDCERS could create reserves, but not expend from them. One
recommendation was to eliminate the General Reserve, the Reserve for Retirement Changes, the Contingency
Reserve and the NPO Reserve and transfer their balances into the Empioyer Contribution Reserve. This reserve
is credited with interest from Surplus Undistributed Earnings before payment of the 13t Check and the Corbett
lawsuit setflement. Collapsing these reserves info the Employer Contribution Reserve would reduce the money

available to pay the 13" check and the Corbett lawsuit settlement.

‘Have any other recommendations regarding the reserves been made? If the Board cannot expend from these
reserves, what will happen to them?

file://C:\Documents%20and%20Settings\auditor. 000\ Local %20Settings\ Temp\GW } 00002.... 1/14/2003
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Schedule of Changes in Surplus Undistributed Earnings-Allocation of earnings {8%)
DROP Contributions 2000: $2,333,465

DROP Contributions 2002: $6,424,652

% of Increase: 175.3%

Members' Contributions 2000: $21,119,014

Members’ Contributions 2002: $26,826,930

% of Increase: 27.2%

City and Unified Port Contributions 2000: $33,631,231

City and Unified Port Contributions 2002:_ $35,129,813

% of Increase: 4.5%

file://C:\Documents%20and%20Settings\auditor.000\Local%20Settings\ Temp\GW } 00002.... 1/14/2003
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Deferred Retirement Option Plan (DROP) L

The City created and authorized the San Diego City Employees’ Retirement System Board (Board)
to administer a DROP program in 1997. DROP is an alternative way for eligible SDCERS members
to earn retirement benefits in addition to their biweekly paycheck for up to five years and for Fire
Members the five years can be extended with unused leave.

The DROP program operates similar to a defined contribution program, like SPSP; in that member’s
DROP accounts are their personal investment account. The assets in DROP accounts are not included
as assets of the retirement system by the actuary. Funds are held in separate accounts only for
distribution to the individual members.

While an employee is in DROP, their account accumulates retirement benefits which can only be
withdrawn up actual termination/retirement from the City. DROP accounts receive member’s monthly
pension check; a 3.05% deposit from the member’s biweekly paycheck which is matched by the City;
and the 13" check and COLA when applicable. In addition these accounts earn 8% interest.

As of May 31, 2003 there was 690 DROP Active Members with funds totaling over $83,000,000
which at 8% interest earn over $6,640,000 in annual interest.

As currently administered, once DROP members terminate/retire they are allowed to leave their money
on deposit with SDCERS and earn 8% interest. They also have the option to pull out their money in
lump sum or as an ‘

IROP Retired Members with funds left on deposit totaling over

As of May 31, S
$48,000,ooo wht srestehrn over wm in annual interest.

3’ %[K\ (e

The DROP program, as administered for the retired members has since inception caused the assets of
the system {0 decrease since it has‘ not earned the interest at least equivalent to what it is paying out to
the DROP accounts. For example, in Fiscal Year 2003 the SDCERS Trust Fund has earned negative

- interest while paying retirees an 8% interest rate on their DROP accounts. These results in a decrease
of the assets held for future monthly payment to retirees for their basic defined benefit. This also
decreases the funding ratio of the system, increases the UAAL which increases Employer
Contributions. {Have Rick/Leslie price out?)

The increasing DROP balances below illustrate the interest expense growing at an alarming rate. [

S
o ' Amounts Left On Deposit %
Date B " by Retirées no longer in DROP Annualized 8% Interest

June 30,2000 $ 3,800,000 500k ¥ $ 304,000 "7 -

June 30,2001 § 8100,000{4e0%  © ©$ 648,000 _“’\

June 30, 2002 $ 31,000,000 . $2,480,000 % \vf

My 3T, 2003~ B 4%*@96‘6%& 0% $3;872;600
S O, LoD 52,277,510 Y,1%3-,000

The City Auditor and Comptroller in J a’nuary 2003 made recommendations to the SDCERS Board.

Recommendation 1: Contract out the DROP program with a third party administer in the manner in
which the City does with its defined contribution programs hke SPSP. Implicit in this
- recommendation would be thaf the investment market would drive the rate of return on these monies,
~ not a rate set by the Board.  And if this recommendation is not adopted then he recommended:



Recommendation 2: Immediately change the 8% interest paid to DROP accounts for retirees who are
no longer in DROP but who have left their funds on deposn with SDCERS. He believes market rates
should be paid-in-good-or bad years.

Recommendation 3: Review the practice of crediting DROP accounts 8% for members currently in
DROP.

To date the Retirement Board has not changed its practice of crediting 8% interest to the DROP
accounts of the active members or the retired members. The City Manager and City Attorney are
looking into options available to the City if the Board does not change its practice.
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C}gp af San Diego — SDCERS DROP Cost Analysis February 6, 2607

DROP Cost Neutrality

Much discussion has taken place concerning the DROP {Deferred Retirement Option
Plan) for Members of SDCERS. There is significant debate as to whether the DROP
is “cost neutral” in practice, as was the intent at its creation under MP1. Based
upon my analysis, | will show that the SDCERS DROP is, in design, not cost neutral.

DROP Overview

After an active Member of SDCERS becomes eligible for retirement, he or she may
tecide to participate in the DROP. If the Member elects to “DROP” (participate in
the DROP), the employee ceases to be considered an active Member for purposes
of SDCERS. Instead of being an active Member who continues to accrue benefits,
the Member is considered retired for pension purposes. The monthly Service
Retirement Allowance of the Member is calculated at the DROP date using Final
Compensation, Years of Service Credit and the Retirement Factor in effect at that
time. While the Member participates in the DROP (a period not to exceed five
years), he or she continues to work and receive a salary, but not Years of Service

Credit. At the same time, the monthly Service Retirement Allowance the Member
would have received is credited to a DROP account. Assets In the DROP account

earn interest at the rate of 8%, compounded quarterly. The Member and the City
cease to make contributions toward retirement benefits. Mowever, the Member and
the City each contribute 3.05% of salary to the DROP account,

In the SDCERS DROP, cessation of employment is required at the end of the DROP
period. At that time, the balance in the DROP account is available to the Member,
either as a lump sum, an annuity or a combination of both. The balance may also
be left to earn further interest or it may be rolled over into an Individual Retirement
Account.

DROP Advantages and Disadvantages for the Chiy

The DROP gives the City an opportunity to retain experienced employees who are
otherwise eligible to retire. The higher salaries of the retained employees are not
pensionable, but the efficiency and productivity of experienced employees is
retained, Since the baby boomer generation will soon be retiring in large numbers,
it may be difficult for the City to replace employees who are valuable members of
the workforce. It is also possible that the City can save on training, retiree medical
and other costs.

Although the DROP may be designed to encourage valuable employees to remain
with the City, adverse selection may occur if employees not fitting this goal also

Actuarial Service Company, P.C.
Page 1
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remain. Adverse selection is also possible if the Member anticipates lower than
expected salary increases.

Based on the analysis below, you will see that there is a cost to the City of
supporting the DROP. Participating In the DROP provides a more valuable benefit
for the Member. The cost of the increased value of the benefit is borne entirely by
the City.

DROP Advantages and Disadvantages for the Employee

A DROP combines the cash accumulation feature of a defined contribution plan
with the security of a lifetime benefit of a defined benefit plan. When an employee
who has DROPped retires, he or she has the availability of a lump sum cash
settlement together with a lifetime penslon, although the pension may be lower
than it would otherwise have been without the DROP, The lump sum may be used
for expenses incurred early in retirement, or it may be rolled over to an individual
Retirement Account, aliowing taxation to be deferrad.

With a Retirement Allowance Factor capped at 90%, service after reaching the cap
does nothing to increase the employee’s pension. A DROP allows the employee to
continue working beyond meeting the cap limit, while being credited with a monthly
Service Retirement Allowance that would otherwise have been forfeited.

The DROP election Is most likely to cause a more valuable benefit to be received.
This can happen if the employee receives salary increases during the DROP period
that are less than anticipated, since such lower increases would have been
considered in the post-DROP monthiy Service Retirement Allowance.

Public Perception of a DROP

Eligibility age for unreduced benefits in public retirement plans is generally eatlier
than in private retirement plans. Many arguments have been made for this,
claiming it necessary that the age be earlier. If that is the case, why do we now
provide a means to keep employees to a later age? Are the reasons for earlier ages
previously put forth no longer true?

Many in the private sector have seen their 4014(k) balances hit by the recent bear
market. Why are public employees given large lump sums based on guaranteed
rates of return with little or no risk?

DROP participation is often seen as “double-dipping.” Often the fact that the
employee has earned the DROP benefits, and that they would have been paid
anyway if the employee retired, is ignored.

Actuarial Service Company, P.C.
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DROP Cost Neutrality

True cost neutrality can only be determined based upon the actual experience of the
System. However, the SDCERS DROP is designed such that it has the likelihood of

increased cost to the City.

Originally DROPs were created for safety employees only. Some general employees
can be extremely high paid and could get very large lump sums. Today that is also
true of safety employees.

The rate of interest credited to the DROP account must be conservative. Many
jurisdictions design their DROP to credit interest at 50% to 75% of the valuation
interest rate. SDCERS credits the full valuation rate.

SDCERS aliows eligibility for entry into the DROP at the earliest age the Member is
eligible for unreduced pension benefits. This encourages Members to DROP at ages
earlier than the average assumed retirement age used by the actuary. That in turn
raises plan costs.

A Member who enters the SDCERS DROP is credited with 100% of his or her
accrued monthly benefit at the time of entrance. Most cost neutral DROPs limit the -
credit to less than 100% of the acerued monthly benefit. AN

| have considered various components of cost or savings created by the SDCERS
. DROP. In doing so, | have looked at various combinations of assumptions as to age
at DROP participation, length of DROP participation, investment return credited,
salary increases during DROP participation, Final Compensation at the time of
entering the DROP, years of Service Credit at the time of entering the DROP,
probability of a DROP participant receiving credit for a 13t check while participating
in the DROP and rate of employee contribution,

| have reviewed the Actuarial Valuation as of June 30, 2006, prepared by the
SDCERS actuary and the City of San Diego Manager's Report No. 05-012, dated
January 10, 2005, entitled “Analysis of the Deferred Retirement Option Plan
(DROP)." 1 have also reviewed a Letter from Rlck A. Roeder, of Gabriel, Roeder,
Smith & Company dated June 22, 1999, which is a “second draft of DROP's
financial impact.” From these, | have gathered the statistics on the following page.

Actuarial Service Company, P.C.
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General Safety Al
Members Membetrs Members

Number of DROP Participants at June 30,

2006 530 429 959
Historic Average Age Upon Entering Drop

57.70 52.50 55.38
Historic Average Years Service Credit Upon
Entering DROP 28.55 27.31 27.99
Historic Average Years in DROP 272 4.54 3.65
Average Annual Benefit in DROP at
June 30, 2006 $42,007 $67,500 $53,411
Historic Average Years Service Credit Upon
Retiring Without Entering DROP

2257 19.62 21.79
Average Salary of a Member Mesting

| These Average Statistics $62,436 $87,463 $67,564
| Avérage'Saiary of a Recent New Hire $40,670 $44,602 $42,'17.4 |

. Va'fue of the Service Retirement Allowance

The value of the Service Retirement Allowance has been calculated as the single
sum present value of future benefits expected to be received by the DROP
participant. | have calculated the value of the Service Retirement Allowance at the
time of entering the DROP and again at the same time as if there were no DROP
option avallable,

Based on the statistics | have gathered, along with our calcutations, | have found
that the values of the Service Retirement Allowance for “average” Members can be
represented as follows:

+ General Member - Age 58 upon entering DROP - 29 years of Service Credit
upon entering DROP - 3 years in DROP ~ $62,500 salary upon enteting
DROP

o Value of Service Retirement Allowance upon entering DROP at age 58
is $630,000

Actuarial Service Company, P.C.
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o Value of Service Retirement Allowance at age 58, but retiring at age
61 with no DROP option is $580,000, assuming 3.5% salary
increases for 3 years - increased cost to the City is $50,000

o Value of Service Retirement Allowance at age 58, but retiring at age
61 with no DROP option is $600,000, assuming 4.75% salary
increases for 3 years ~ increased cost to the City is $30,000

o Value of Service Retirement Allowance at age 58, but retiring at age
61 with no DROP option is $620,000, assuming 6% salary increases
for 3 years - Ingreased cost to the City is $1.0,000

s Safety Member - Age 53 upon entering DROP - 27 years of Service Credit
upon entering DROP - 5 years in DROP ~ $87,500 salary upon entering
DROP

o Value of Service Retirement Allowance upon entering DROP at age 53
Is $1,090,000

o Value of Service Retirement Allowance at age 53, but retiring at age
58 with no DROP option is $870,000, assuming 3.5% salary
increases for 5 years — increased cost to the City is $220,000

o Value of Service Retirement Allowance at age 53, but retiring at age
58 with no DROP option is $920,000, assuming 4.75% salary
increases for 5 years ~ increased cost to the City is $170,000

o Value of Service Retirement Allowance at age 53, but retiring at age
58 with no DROP option is $980,000, assuming 6% salary increases
for b years ~ increased cost to the City is $110,000

If there were no DROP available, it Is likely that most Members would retire earlier
than they would when participating in the DROP. If | assume retirement would
occur two years after the average age at which Members are currently entering the
DROP, the costs to the City for a General Member would be $20,000 assuming
3.5% salary increases for 2 years, $6,000 assuming 4.75% salary increases for 2
years, or a savings of $9,000 assuming 6% salary increases for 2 years. There are
neither costs nor savings for a General Member assuming 5.25% salary increases
for 2 years. The costs to the Clty for a Safety Member would be $70,000 assuming
3.5% salary increases for 2 years, $42,000 assuming 4.75% salary increases for 2
years, or $20,000 assuming 6% salary increases for 2 years.

From these calculations, | derive the estimated cost to the City when valuing the
Service Retirement Allowance is $3,180,000 for General Members currently in the

Actuarial Service Company, P.C.
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DROP and $48,018,000 for Safety Members currently in the DROP. 1 have
multiplled the costs for an average Member, assuming 4.75% salary increases for 2
years, by the number of current Members in the DROP.

Value of the 13 Check

The value of the 413 check which DROP participants are eligible to receive has
heen calculated as the single sum present value of future 13t checks expectad to
be received while in the DROP. For purposes of this calculation, | have assumed a
20% probabhility that a 13t check would be paid,

For an average General DROP Member, the 13t check has a value of $2,100 with 3
years DROP participation, or $1,450 with 2 years DROP participation. Using this
latter value, the total 413%™ check cost to the City associated with the 13 check for
General DROP Members is $768,500.

For an average Safety DROP Member, the 13% check has a value of $3,025 with 5
years DROP participation, or $1,350 with 2 years DROP participation. Using this
latter value, the total 13t check cost to the City associated with the 13% check for
Safety DROP Members is $579,150.

Value of the 3.05% City Contribution for Safety Members

The value of the 3.05% City contribution which Safety DROP participants are eligible
to receive has been calculated as the single sum present value of future 3.05% City -
confributions expected to be received while in the DROP. General DROP Members
are not considered here, since they are already receiving the 3.06% City
contributions in the SPSP.

¢ Safety Member - Age 53 upon entering DROP - 27 yeafs of Service Credit
upon entering DROP - 5 years in DROP ~ $87,500 salary upon entering
DROP

o Value of 3.05% City contribution upon entering DROP at age 53 is
$13,600, assuming 3,5% salary increases for 5 years

o Value of 3.05% City contribution upon entering DROP at age 53 is
$14,650, assuming 4.75% salary increases for 5 years

o Value of 3.05% City contribution upon entering DROP at age 53 is
$15,700, assuming 6% salary increases for 5 years

For an average Safety DROP Member, the 3.05% City contribution has a value of
$6,850 with 2 years DROP participation, assuming 4.75% salary increases for 2

Actuarial Service Company, P.C,
Page 6




C:’ty of Sare Diego — SDCERS DROP Cost Analysis February 8, 2067

years. Using this value, the total 3.05% City contribution cost to the City assoclated
with the 3.05% City contribution for Safety DROP Members is $2,938,650.

Value of the Emplovee Contributions Not Made

The value of the employee contributions which DROP participants no longer make
has been caleulated as the single sum present value of future employee
contributions expected to be received while in the DROP. Since these contributions
will not be made by the employees, the City wili have to assume the liability.

» General Member - Age 58 upon entering DROP ~ 29 vears of Service Credit
upon entering DROP -~ 3 years in DROP - $62,500 salary upon entering
DROP

o Value of employee contributions upon entering DROP at age 58 is
$20,600, assuming 3.5% salary increases for 3 years

o Value of employee contributions upon entering DROP at age 58 Is
$22,100, assuming 4.75% salary increases for 3 years

o Value of employee contributions upon entering DROP at age 58 is
$23,750, assuming 6% salary increases for 3 years

For an average General DROP Member, the employee contributions have a value of
$16,000 with 2 years DROP participation, assuming 4.75% salary increases for 2
years. Using this value, the total employee contributions cost {o the City associated
with the employee contributions for General DROP Members is $8,480,000.

s Safety Member - Age 53 upon entering DROP - 27 years of Service Credit
upen entering DROP - 5 years in DROP - $87,500 salary upon entering
DROP

o Value of employee contributions upon entering DROP at age 53 is
$44,650, assuming 3.5% salary increases for 5 years

o Value of employee contributions upon entering DROP at age 53 is
$47,950, assuming 4.75% salary increases for 5 years

o Value of Employee contribution upon entering DROP at age 53 is
$51,500, assuming 6% salary increases for 5 years

For an average Safety DROP Member, the employee contributions have a value of
$22,450 with 2 years DROP patticipation, assuming 4.75% salary increases for 2

Actuarial Service Company, P.C,
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years. Using this value, the total employee contributions cost to the City associated
with the employee contributions for Safety DROP Members is $9,631,050.

The totals of the preceding costs are:

General Safety Total
Cost Hiem Members Members Members

Service Retirement Afllowance $3,180,000 $18,018,000 $21,198,000

13t2 Check 768,500 579,450 1,347,650
3.05% City Contribution N/A 2,938,650 2,938,650
Employee Contributions 8.480.0G60 9,631,050 18111050
Total $12,428,500 $30,308,850 $43,595,350

These costs apply only to those SDCERS Members currently participating in the
DROP. They represent approximately 60% of all those who have participated in the
DROP since its inception. Therefore, | estimate the cost attributable to these
features of the DROP, for all current and past DROP participants to be
approximately $72,500,000.

| have also estimated the present value, as of June 30, 2005, of these costs
attributable to future DROP participants who are currently active Members. |
estimate the present value of the cost attributable to these features of the DROP,
for all future DROP participants who are currently active Members to be
approximately $120,000,000.

The estimated total present value of these costs, atfributable to all past and current
SDCERS Members is $192,500,000.

Confrary to the concept that the City experiences savings due to reduced City
contributlons, no such savings occur. When the Member enters the DROP, his or
her liability increases. That liability has not been funded. Those costs will be paid in
future increased amortization contitibutions rates applied to the remalining active
Members. There are no savings. The increased coniribution rates are considered in
the previous points,

Since SDCERS has a record of outperforming the interest rate credited to DROP
account balances, the present value of savings on behalf of current active Members
is $600,000.

It is assumed the City will retain experienced and more highly paid workers.
Therefore, the City's payroll expenses are increased. Comparing the average salary
of a Member currently participating in the DROP to that of an average salary of a
recent new hire, I can make an estimate as to the increased payroll costs incurred
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by the City. | estimate the present value of the increased future payroll costs o the
City to be $210,000,000. 1 have not calculated the increased historical payroll

costs.
Now the total increased costs to the City are approximately $400 million,
There are benefits that cannot be measured, such as the retention of experienced

employees, a predictable rate of interest and reduced hiring and training costs.
These benefits would be lost if the DROP were eliminated,
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